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PREFACE
This opinion survey, commissioned by Touche Ross <5c Co.,
examines the changing nature of the corporate board and focuses on the
ways in which specific groups of board members perceive the change.
In conducting the survey, a statistically representative sample
of Fortune 500 companies was selected at random from the 1977
listing. One hundred and sixty-eight board members from these
companies were then identified and interviewed.
The survey concentrated on three, slightly overlapping groups
of directors:
1.

Directors who belonged to one or more of the
following categories: new (less than three years'
service on a corporate board); young (less than
forty-five years old); female, and members of a
minority group. A selected sample consisting of
forty-four directors was questioned about
expectations upon first joining a board and the
realities experienced when actually serving.
Thirty-one interviews were conducted by telephone,
thirteen by mail.

2.

Long-standing members of boards and top corporate
officers serving on boards. In this group,
eighty-two interviews were conducted with directors
who were questioned about their opinions on basic
qualifications for board membership and about their
evaluation of the performance and contributions of
the new, young, female or minority group members
of their corporate boards. Twenty-two interviews
were conducted by telephone, sixty by mail.

3.

Members of Audit Committees. Forty-two
members of Audit Committees were questioned
about two broad areas: the workings of the Audit
Committee and the participation by the new,
young, female or minority members.

To protect the confidentiality of the survey's participants, no
quoted remarks are identified in this report.
The survey was conducted for Touche Ross by Research &
Forecasts, Inc., a national opinion research firm located in New York.
Research & Forecasts accepts full responsibility for the analysis and
interpretation of the 168 interviews contained in the report.

- iv -

Introduction

The "new breed" of corporate board members — composed of
younger people, women and representatives of minority groups — is not
as young as might be thought, nor as divorced from the business world
as some might have imagined. These findings are revealed in this new
study sponsored by Touche Ross & Co.
In fact, the median age both for long-established board
members and these "new" members is 55 to 59 years old. Still, 3% of
those directors who have served on boards for six or more years are
under 45, while 18% of the newer group are under 44 years of age.
Almost all the long-established directors (those who have
served for six years or over) are male and white: almost one-half of
the new group sampled are female, and one quarter are black.
To gather such information, interviews were conducted with a
carefully selected sample of one hundred and sixty-eight Fortune 500
corporate board members. Forty-four of these interviews were
conducted with new and/or younger and/or female and/or minority group
directors. Eighty-two interviews were conducted with long-standing
directors and top corporate officers. The remaining forty-two interviews
were conducted with members of Audit Committees.
The new directors, some of whom were recruited to broaden
representation on boards, believe that too few minority group members
are now represented in the boardrooms of America's 500 largest
corporations. One-third believe more women and minorities are needed.
More than a quarter (27%) also view their role as representing one
particular constituency.
Long-standing board members were almost evenly divided on
whether symbolic characteristics, such as age, sex or race should be
considered as appropriate criteria for selecting corporate board
members. One director notes, "Cosmetics are not adequate in today's
business climate." A new board member agrees, saying "We have a
minority member and a female but I don't adhere to the idea of a
separate constituency. You don't need younger people, women or
minority members to demonstrate responsiveness to the needs of the
young, women or minorities." Another adds, "Qualified people must
come on board, not just be chosen because of their race or sex. No
more tokenism!" Other new board members disagree. Says one, "There
probably aren't enough minority members," while another claims, "No one
can be as eagle-eyed in looking out for the needs of women as a
woman. Yes, we do need more blacks and women on the board."
Nearly all of those surveyed agree that the roles of all
directors, young or old, new or well-established, have changed
dramatically over the past decade. Greater liability, accountability and
responsibility are cited by long-established
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corporate board members as the major changes taking place. Newer
board members, those who have served for five years or less, believe
that greater involvement in management and policy making by directors
has been the most significant change. Moreover, they feel that this
involvement will continue to increase, though at a slower pace in the
foreseeable future. The more established group sees the director's
involvement in management mainly as a future, not past, trend. One
warns, "There will probably be more changes than in the past ten years.
Liability for the corporation's action will increase to frightening
proportions."
How do those seasoned corporate directors, some of whom have
served for more than 10 years, view their new colleagues? Generally,
few note any major disappointments in the performance of new members
with 60% of the long-established directors saying they are favorably
impressed by the level of contribution and by the achievements of new
members.
All directors agree that some top management experience,
business judgment and sophistication are required for membership on a
major corporate board. Nearly 80% of the newer board members
surveyed believe that they meet the requirements, and that their high
level of management experience, business sophistication or knowledge
facilitated their election to a corporate directorship. At the same time,
however, 25% feel that they were selected solely because of their
gender (female). Five percent think that their race was the major
determinant in being selected for a board.
As a group the newer board members are in strong demand in
the corporate world, with about three-quarters holding positions on more
than one board and nearly one out of five sitting on four or more
boards. A full 77% rejected offers to sit on boards, with one-third
doing so because they felt uncomfortable with top executives or with the
company's reputation.
The Executive Committees of boards of directors have for
some time been considered the most important committees on the
board. Second in importance according to both new board members and
long-established directors is the Audit Committee. How do the newer
board members fit into this center of power and influence on the typical
corporate board of directors?
Not easily! The typical Audit Committee tends to have
members who are older than 60 years old (more than half of those
surveyed). Ninety-eight percent are male and none of them belong to
minorities. Nearly all have management or financial backgrounds.
Current Audit Committee members believe that those younger
or newer board directors who have recently joined the Audit Committee
have fulfilled or exceeded expectations regarding their Audit Committee
performance.
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Board memberships are clearly undergoing significant changes,
and most of those surveyed agree that changes will continue, though on
a lesser scale, during the next ten years. Newer board members are
integrating — sometimes slowly — into the established structures and
functioning adequately or better in most of these directorship situations.
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SURVEY OF FORTUNE 500 CORPORATE BOARD MEMBERS
HIGHLIGHTS
SECTION I
Perceptions of new, young, female
or minority group members of the board

Demographics
88% of the new/young/female/minority directors have
been on a board for less than 5 years.

(Qn #D1)

The degree of education most frequently attained is:
25%
23%
20%
14%

BA/BS
Ph.D.
Law
MBA

(Qn #D2)

60% of the sample designate their field of expertise
as finance or general management.

(Qn #D3)

The median age range of this sample of new/young/
female/minority directors is 55-59.

(Qn #D4)

.

41% are female.

(Qn #D5)

.

25% describe themselves as "black."

(Qn #D6b)

Expectations
55% of the sample of new/young/female/minority group
corporate board members did not expect to be offered
a board position.

(Qn #E1)

30% feel they were chosen because of their high
level management experience, another 30% cite their
sophistication and business judgment.

(Qn #E3)

27% feel they were chosen to represent a particular
constituency.

(Qn #E4)

63% feel the company's field of business influenced
their decision to join a board.

(Qn #E5)

30% wanted to know about top management before
joining a board, and 25% demanded information about
the financial status of the company.

(Qn #E6)

- viii -

18% cite the reputation of the company, and 14%
endorse "the potential for contribution" as factors
leading them to join the company's board.

(Qn #E7)

75% sit on other boards of directors — 20% on one
other, 16% on two, 20% on three, and 18% on four
or more other boards.

(Qn #E8)

77% rejected other board positions, citing "lack
of time," "possible conflict of interest," or
"uneasiness over reputation and/or management."

(Qn #E9)

73% expected to make a significant impact on their
company's decision-making.

(Qn #E10)

27% expected to use their expertise; 20% anticipated
challenge and excitement, and 18% hoped to gain
experience.

(Qn #E11)

50% feel there are not enough members of minority
groups on corporate boards.

(Qn #E12)

Realities
Virtually all of the sample of new/young/female/
minority group corporate board directors rate their
interaction with the CEO, top corporate officers,
long-established "outside" board members and Audit
Committee members as either "excellent" or "good."

(Qn #R1)

These directors cite the following information as
necessary for fulfilling their responsibilities as
corporate directors:
48%
43%
30%
25%
23%
20%

all operational information
financial data
exposure to top management
product research and development plans
all policy decisions
market position and projections

(Qn #R2)

Virtually all report that such information is easily
obtained.

(Qn #R3)

68% believe they have made significant impact on
corporate priorities, policies and decisions.

(Qn #R5)

27% derive ego satisfaction from board participation.

(Qn #R6)

89% claim no specific disappointments as board
members.

(Qn #R7)
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Perspectives
96% feel the role of the corporate board director has
changed in the last decade, with 34% citing more
involvement in management and policy making, 25%
mentioning greater responsibilities, and 16% claiming
greater liability and accountability.

(Qn #P1)

84% foresee continuing change in the role of corporate
director, with 23% expecting more involvement in
management and policy making and 18% projecting more
involvement by outside directors.

(Qn #P2b)
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HIGHLIGHTS
SECTION II
Perceptions of long-standing members of the board
and top corporate officers on the board

Demographics
78% of the long-standing directors have served on the
board for six years or more.

(Qn #D1)

78% of the seasoned board members serve on other
boards.

(Qn #D2)

56% of the long-standing directors serve on three
or more boards.

(Qn #D2)

53% have received some type of graduate degree.

(Qn #D3)

54% of the long-standing board members have
experience in general management.
87% of the seasoned board members are 50 years of
age and older, with the largest portion of these
in the 55-59 age group.

(Qn #D4)
(Qn #D5)

Qualifications
73% of the sample of seasoned board members cite top
management experience as a necessary qualification
for membership on a major corporate board.

(Qn #Q1)

50% say business judgment and sophistication are also
necessary for prospective board members.

(Qn #Q1)

39% recommend an objective and independent
relationship with top management.

(Qn #Q1)

54% of the long-standing board members feel symbolic
characteristics such as age, sex or race are not
appropriate considerations in selecting corporate
board members.

(Qn #Q2)

Expectations
62% expect directors who are younger/female/
minority to perform as well as other new members
of the board.
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(Qn #E1)

16% explain that younger/female/minority directors
add a new perspective to the board by representing
the concerns of their constituency.

(Qn #E1)

Realities
70% feel that younger/female/minority directors
perform their assigned duties and are well
prepared for board meetings.

(Qn #R1)

10% say that younger/female/minority directors do
not perform as well as other board members.

(Qn #R1)

39% state that the contributions of younger/female/
minority directors are well received at board
meetings, while 34% indicate that these contributions
are received according to their merits.

(Qn #R2)

60% are favorably impressed by the contributions and
achievements of younger/female/minority directors on
the board, while 16% are unimpressed by the performance
of younger/female/minority group members.

(Qn #R3)

20% indicate that younger/female/minority directors
are proficient almost immediately at performing their
functions on the board, while 28% feel that this group
needs between one and two years to become proficient
in their board duties.

(Qn #R4)

66% of long-standing board members say they have
not experienced any major disappointments with the
performance of younger/women/minority directors.
At the same time, 16% cite major disappointments
in the performance of younger/female/minority
directors, indicating dissatisfaction with their
level of contribution, effort and interest.

(Qn #R5)

48% evaluate the overall performance of new board
directors as either "highly effective," or
"effective."

(Qn #R6)

Perspectives
89% report that significant changes have taken place
in the role of corporate board members over the past
ten years.

(Qn #P1)

40% attribute this change to greater awareness of
liabilites and responsibilities.

(Qn #P1)

38% indicate that directors must devote more time
and make a greater commitment to their activities.

(Qn #P1)
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86% predict continued changes in the role of a
director, citing a still broader range of activities
and responsibilities.
23% anticipate that government regulations will
have still greater impact on the role of director.
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HIGHLIGHTS
SECTION III
Perceptions of members of the Audit Committee

Demographics
The median tenure as a board member for Audit Committee
members is seven years.
(Qn #D1)
81% of the respondents are members of more than one
board.

(Qn #D2)

72% of those serving on other boards belong to at
least three.

(Qn #D2)

Three years is the median longevity on the Audit
Committee.

(Qn #D3)

40% of the respondents have earned an advanced
academic degree.

(Qn #D4)

Almost all of the sample have management or financial
background.

(Qn #D5)

Over half of the sample of Audit Committee members
are past the age of sixty.

(Qn #D6)

Only 2% of Audit Committee members are women.

(Qn #D7)

There are no members of a minority group among the
sample of Audit Committee members.

(Qn #D8)

Qualifications
50% of the sample of Audit Committee members cite
accounting and/or auditing acumen as a basic
qualification for membership.

(Qn #Q1)

43% feel a financial background is necessary.

(Qn #Q1)

36% view top management experience as a basic
prerequisite.

(Qn #Q1)

24% stress the importance of objectivity and
independence from management.

(Qn #Q1)
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Expectations
69% of the sample of Audit Committee members rate the
Executive Committee as the most important board
committee.

(Qn #E1)

43% regard the Audit Committee as the most important
board committee.

(Qn #E1)

Realities
The median amount of time spent on the Audit
Committee's work Is two hours per month.

(Qn #R1)

93% of the committee members receive extra
compensation for their service on the Audit
Committee.

(Qn #R2)

The median size Audit Committee in this survey
is four.
69% of the respondents cite the need for audit
reports and relevant corporate accounting and
financial information in order to serve
competently.

(Qn #R4)

95% receive all necessary information required for
effective Audit Committee service.

(Qn #R5)

88% consider that they were adequately prepared for
service on the Audit Committee before they actually
joined.

(Qn #R6)

The median frequency of meetings between the Audit
Committee and internal auditors is three per year.

(Qn #R8)

81% of the respondents are satisfied with the present
frequency of meetings with the internal auditors.

(Qn #R8)

The median frequency of meetings between the Audit
Committee and external auditors is threeperyear.

(Qn #R9)

76% of the committee members are satisfied with the
present frequency of meetings with the external
auditors.

(Qn #R9)

(Qn #R3)

Respondents desire the following information from auditors:
40%
38%
36%
21%

financial 10-K information
details on scope of procedures
improprieties and deviations from
standard practices
existing and potential problems

- xv -

(Qn #R10)

69% believe the Audit Committee communicates well with
the rest of the board and top management.

(Qn #R11)

24% say the Audit Committee should act as financial
overseer of the corporation -- i.e.: review its
financial status.

(Qn #R12)

59%, however, contend that the function of financial
oversight should be carried out by the Financial
Committee or the whole board.

(Qn #R12)

28% believe that the financial oversight role for
the Audit Committee interferes with management
prerogatives.

(Qn #R12)

Perspectives
95% note that the Audit Committee has undergone
change in the past decade.

(Qn #P1)

68% cite the expanded scope of Audit Committee
responsibilities.

(Qn #P1)

74% foresee continuing changes in the role of the
committee.

(Qn #P2)

58% forecast a continued expansion of
responsibilities.

(Qn #P2)
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SUMMARY OF FINDINGS
SECTION I

Perceptions of new, young, female or minority group
members of the board

DEMOGRAPHICS

Question #1
How long have you been a member of this board of directors?
Table XXXI:

Longevity
Less than 1 year
1 year
2 years
3 - 5 years
6 - 1 0 years
More than 10 years
No answer

9%
9
27
34
11
7
2

In this sample of new and/or female and/or minority group
board members, over three-fourths of the interviewees report serving on
the board for five years or less.

Question #2
Please indicate the highest degree attained in your post-high school
education.
Table XXXII:

Education
No degree
BA/BS
MBA
MA/MS
Law
Ph.D.
MD
No answer

5%
25
14
9
20
23
2
2

Over two-thirds of this sample (68%) have received a graduate
degree of one kind or another, with only five percent reporting no
undergraduate degree.
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Question #3
Please indicate your functional/occupational experience.
Table XXXIII:

Functional/Occupational Background*
Finance
General management
Law
Manufacturing
Engineering/research
Marketing
Miscellaneous
Education
Philanthropy
Social science
Public policy
Medical practice
Nonprofit writer
Exploration geophysicist
Unspecified other
No answer

9%
5
2
2
2
2
2
7

30%
30
16
9
7
7
32

2

*(The total exceeds 100% since a number of board members have
had experience in several different areas.)
Over one-fourth of those surveyed indicate expertise in finance
with an equal fraction citing general management experience.
The largest percentage of directors — 32% -- list a variety of areas in
which they have had experience. The two main areas in this group are
education and philanthropy.

Question #4
What is your age?
Age

Table XXXIV:
Under 40
40 - 44
45 - 49
50-54
55-59
60-64
65+
No answer

9%
9
11
16
27
14
5
9

The largest proportion of those surveyed range in age from 55
to 59 years.

-

-

Question #5
Are you male or female?
Table XXXV:

Gender
Male
Female

59%
41

Question #6
a) Do you consider yourself to be a member of a minority group?
b) If so, which one?
Table XXXVI:

Minority Group Member
Yes
No

25%
75

One-fourth of the survey sample consider themselves to be a
member of a minority group and indicate that they are black.

-

-

EXPECTATIONS
Question

#1

Did you expect to be offered a position on a major corporate board?
Table Is
Yes
No
No answer

39%
55
6

The interviews with new/young/female/minority group corporate
board members show that while almost two-fifths (39%) expected to be
offered their board position, a majority (55%) did not anticipate election.
Question #2
Did you expect to be elected to your company's board of directors?
Table II:
Yes
No
No answer
Not applicable

37%
43
11
9

Thirty-seven percent of the new board members expected to be
offered a position on their own company's board — a percentage similar
to the number of directors who expected to be elected to a major
corporate board (39%). Almost half the respondents did not anticipate
election.
Question #3
Why do you feel you were chosen?*
Table III:

Reasons for Selection
High level management experience
Business judgment/sophistication
Gender
Familiarity with company/
influential contacts
Legal expertise
Background in academia
Financial background
Board experience
Race
Noncorporate background
Family stock interests
Young person needed
No conflict of interest

30%
30
25
11
9
7
5
5
5
5
5
2
2

*(The total exceeds 100% since a number of interviewees offer
several explanations in their responses.)
- 4 -

Just under one-third of the respondents from our sample cite
top management experience as the reason for being chosen. Within this
broad category, the following specific reasons are given: high level
business experience, superior achievements, administrative experience,
service as a senior corporate officer, and the vague but telling catchall
phrase "proper background." One director remarks:
"I was chosen because of my familiarity with
the company and its management. Also, I
have a satisfactory level of achievement at my
own company."
Another states:
"The board on which I serve has had women on
it since 1951, and I had high-level management experience heading one of the largest
nonprofit institutions in the United States.
I also had an extensive technical background
which helped the company with my experience
...research and technology."
Slightly under another third of the respondents mention business
judgment and sophistication as the reasons for their election to the
board. One respondent states:
"The company was interested in the industrial
relations area, and since I had strong operating
experience in industrial relations,
I was a natural choice to provide sound
business judgment in this area."
Another notes:
"They were looking for a woman with a background in finance and economics, and I had
experience in running a foundation in a
businesslike manner. I had the requisite
business sophistication."
One-fourth of the directors — all of them women — cite the
significance of gender in their election to a corporate board. One
respondent provides an example:
"I was part of their Affirmative Action
Program. They wanted a woman identified
with feminism in order to help increase their
impact with the feminist community."
Another notes the changing times:
"I was chosen because of the climate of the
last five years to expand boards and businesses
through the addition of women."

-

-

Importantly, several directors mention race as a factor.
respondent puts the matter bluntly:

One

"Because I'm black."
Question
a) Do you feel you were chosen to represent a particular constituency?
b) If yes, which one?
Table IV:
Yes
No

27%
73

While slightly more than one-fourth of the new board directors
answer in the affirmative, the majority consider themselves not
representative of any particular constituency.
The group representing constituencies, despite its small size, is
not homogeneous: several directors were chosen to represent family
ownership interests; another respondent saw himself as a representative
of top management.
One female board member states:
"Of course, I represent women, but I don't
consider myself any different from any other
board member."
When asked if he felt he had been elected to represent any
particular group, one board member replied:
"Technically I'm just another board member.
But realistically, I'm supposed to represent the
minority community."

Question #5
Did the type of business in which the company engages influence your
decision to join the board?
Table V:
Yes
No
No answer

63%
29
8

Almost two-thirds of the directors surveyed feel that the type
of business in which the company is engaged influenced their decision to
join the board. Nearly a third feel that this was not an important
factor.
-

-

Question #6
What specifically did you want to know about the company before joining
the board?*
Table VI:
Attributes of top management
Financial status of company
Business prospects for company
Already familiar with company
Reputation of company and products
Structure of board
Role and potential for contribution
as director
Liabilities and perquisites as director
Employee opportunities
Possible conflicts of interests
Corporate public policy
Dominant stockholders
No answer

30%
25
18
18
16
16
14
14
5
5
2
2
2

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
Cited most frequently as one of the concerns affecting the
directors' decisions to join a particular board is the general quality of a
company's top management. Directors single out the CEO's management
ability, the CEO's attitude toward other directors (especially outside
directors), and the integrity of top management.
One director remarks:
"I wanted to make sure that what the CEO
wishes in terms of the functions of the
directors is congruent with what I want. I
want to know how top management sees the
director's role, ... what management wanted
from a director and how I could fulfill their
requirements."
Another director is concerned with:
"The integrity of management, the way they
work within ethical business standards."
A third states:
"I wanted to know the quality of senior
management; especially the CEO."
A further consideration is the financial status of the company
— current, past and future. This concern is typified by the following
statement:

-

"I knew a good deal about the board, but I
did want current and future financial
information. Also, I wanted to know goals
and objectives of the company."
Another concern is the company's business prospects, including
the company's position in the industry, its future plans, and its business
outlook. A typical statement is:
"I wanted to know about the outlook for products
and the market...."
Other factors include the reputation of the company and its
products, the structure of the board, the director's role and potential for
contribution, and a director's liabilities and perquisites.
One director wants to know about:
"Any litigation the company is involved with,
the extent of the director's liability — a
wide variety of issues."
Many directors mention a number of matters they want to
know about before joining a board. One articulate respondent states:
"I wanted to know about the legal responsibilities of a board member, about their
affirmative action policies, their relations
with labor, their attitudes toward unionized
labor, employee benefits, who else is on the
board, the background of the board members
and how they were chosen."
Question #7
What other factors led to your joining this particular company's board?*
Table V:
Reputation of company
Potential for contribution as director
Familiarity with company
Familiarity with top management
Quality of top management
Interest in a challenge
Business prospects for company
Financial status of company
Exposure to new management practices
Major (predominant) stockholder
Should be female on board
No answer

18%
14
11
11
9
7
7
2
2
2
2
27

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)

-

-

The most frequently cited consideration in joining a board is
the reputation of the company involved. Almost one-fifth of the
respondents focus on the company's general reputation and on the regard
in which the company is held. One board member says:
"The reputation of the company led me to join."
Fourteen percent of the respondents cite potential for making
contributions as a director as an important factor in their decision to
join the board. One director explains:
"I felt I could bring something to the board.
The company was serious about having outside
directors and was willing to give them
responsibility."
Eleven percent say that familiarity with the company was a
deciding factor in their joining a board. One of these respondents states:
"I have confidence in the company and I know
the company's finances and product and its
position in the industry very well."
An additional eleven percent recognize familiarity with top
management as significant in their decision. One interviewee notes:
"I knew the head of the company well and thought
highly of him."
Seven percent of those interviewed state that the interesting
and challenging nature of board duties significantly influenced their
decision to join a board. One states:
"I welcomed the challenge of pioneering."
Question #8
a) Do you sit on any other corporate boards?
b) If yes, how many?
Table VII:
Yes
No

75%
25

Three-quarters of the new directors are members of at least
one additional board, with one-quarter sitting on only one board.

-
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Table IX:

Additional Board Memberships
None
One more
Two more
Three more
Four or more

25%
20
16
20
18

Of the directors who sit on other corporate boards, 20% are on
one other, 16% on two others, 20% on three others, and 18% on four or
more boards.

Question #9
a) Have you turned down other board offers?
b) If yes, why?*
Table X:
Yes
No

77%
23

A strong majority — 77% — of the board directors have turned
down offers for other board positions.
Table XI:

Reasons for Refusing Board Offers
Lacked time
Possible conflict of interest
Uneasy about company's reputation
and/or management
Was not interested in company's
area of business
Did not feel I could play useful
role
Lacked information about company
Other

53%
32
29
21
9
3
6

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
More than half of the directors who answer "yes" indicate they
have turned down offers to join other boards because of time constraints.
The issue of conflicting interests has kept another 32% of the
board members from accepting other board positions.
Over one-fourth of the directors rejected offers from
companies because they were uncomfortable with the top executives
and/or the reputation of the company.

-
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Question #10
a) Did you expect to have a significant impact on this company's
priorities, policies and decisions?
b) Please explain.*
Table XII:
Yes
No
No answer

73%
25
2

Approximately three-quarters of the directors say they expect
to make a valuable contribution to their company's decision-making
process. Interestingly, one-quarter do not expect to make any significant
contribution.
Table XIII:

Nature of Impact on Company

Expected simply to fulfill director's role
Expected to contribute specialized expertise
Expected suggestions to be used
Expected to have cumulative impact
No answer

43%
14
11
9
9

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
Forty-three percent of those who expected to have an impact
felt they would do so by simply fulfilling the role of director. One
director explains:
"I was sure that their policies, philosophies
and programs were agreeable to me. Therefore,
I didn't expect to make any big changes, I only
planned to contribute to an already existing
board."
Another states:
"I expected to have an impact in the role of
director."
A third laconically comments:
"... as much as a director can have."
A newly-elected director declares:
"After having accepted the authority I expected
to assume the responsibility."

-
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Many of the directors say they have specialized areas of
expertise which they hope to use. A typical comment is:
"I expected to have a significant impact in
broad areas of finance, employee benefits,
community and public relations."
Another responds:
"A legal background should be helpful in an
age of corporate litigation."
Some directors expect to have an impact on the company by
gradually influencing the board's decisions. One board member
summarizes:
"I expected to have some impact and the board
to have a significant impact."

Question

#11

What were your other expectations upon joining the board?*
Table XIV:
Use expertise
Challenge and excitement
Gain expertise in new area
Share ideas with other
board members
Wanted to see another woman
on board
None

27%
20
18
7
2
36

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
Twenty-seven percent of respondents in this sample focus on
the opportunity as directors to use their own expertise in various ways.
In addition, these respondents mention overseeing technological
developments, community relations programs, and personnel practices.
One remarks:
"I looked for committee work in which I could
use my expertise and could be of help."
Another says:
"I expected to be helpful from the financial end
because of my knowledge of the manufacturing
process."

-

-

Challenge and excitement and sharing ideas on the board are
each mentioned by twenty percent of the respondents. Here, being in a
decision-making environment and sharing ideas with fellow directors
are considered significant. One explains:
"My membership on the board is a very
challenging and exciting business experience."
And another says:
"One of my expectations was the exchange of ideas
among fellow directors on management policies."
Question #12
a) Do you feel that there are enough individuals from minority groups
on your company's board?
b) Please explain.
Table XV:
Yes
No
No answer

32%
50
18

Although one-half of the new directors say their boards contain
an inadequate number of minority members, approximately one-third feel
that minority groups are adequately represented on boards. Eighteen
percent choose not to answer the question.
Table XVI:

Explanation
Need some or more competent
women/minorities
Directors should be chosen solely
on qualifications
No minority group members on
board

34%
23
43

Approximately one-third of the directors interviewed say that
greater numbers of competent women and minority members are needed
on the board of directors. Some directors indicate that their boards
have no women and/or minority members, but that they would like to
have them on the board, nevertheless. Others mention that additional
women and minority members should be added. Some observations:
"There probably aren't enough minority
members. Also, I'd like to include women in
this grouping, even though our chairman of the
board is a woman."
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"I don't know what 'enough' is. The tragedy is
that we don't have a lot of (minority) people
who are able to fill these roles right now.
They need training."
"Generally, I'd say we need sensitive directors
who will carefully watch affirmative action
programs. But no one can be as eagle-eyed in
looking out for the needs of women as a
woman. Yes, we do need more blacks and
women on the board, but even more than that,
we need them at top levels of corporate
management."
One board member who has devoted both thought and action to
this particular issue states:
"On the first board I joined, a woman preceded
me as director. When I joined another board, I
argued for the inclusion of women and that has
since been accomplished. Now I'm arguing for
the same thing at another company."
Another responds:
"I'm the only black member."
Nearly one-fourth state that neither tokenism nor race or sex
should enter into the selection of a director. Individuals should be
judged on their qualifications. One new board member says:
"We have a minority member and a female but
I don't adhere to the idea of a separate
constituency. You don't need younger people,
women, or minority members to demonstrate
responsiveness to the needs of the young,
women or minorities. We have white, elderly
males on this board who are very interested in
these issues."
Others say:
"Qualified people must come on the board, not
just chosen because of their race or sex. We
need more people from companies in many
classifications of management. No more
tokenism."
"I do not believe in minority representation per
se. Members must be qualified to serve the
best interests of the shareholders."
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Nearly one-half of those polled do not have enough experience
to make a judgment. Typical responses include:
"There aren't any."
"We have none now."

-

-

REALITIES
Question

#1

How do you rate your interaction with each of the following:
a)
b)
c)
d)

Chief executive officer
Other top corporate officers
Long-established "outside" board members
Audit committee members?

Table XVII:
Interaction with Management
Excellent
Good
Fair
Poor
Chief executive officer
Other top corporate officers
Long-established "outside"
board members
Audit committee members

68%
50

30%
46

53
55

36
43

2%
2
11
2

0
0
0
0

Nearly all of the respondents — 98% — rate their interaction
with the CEO as either "excellent" or "good." Similarly, a high
percentage of respondents state that they maintain a relationship with
other top corporate officers which is "excellent" or "good" (96%). The
same pattern holds true for their interaction with Audit Committee
members, and for long-established "outside" board members.
Question #2
What sorts of information and knowledge do you need to fulfill
competently the role of an active and effective board member?*
Table XVIII:

Necessary Information and Knowledge

All operational information
Financial data
Exposure/interaction with management
Product research and development plans
Policy decisions
Market position and projections
Familiarity with government relations
Corporate structure and background
Legal data
Information on investment relations
Personnel policies/employee relations
Problems of company
No answer

48%
43
30
25
23
20
18
16
14
14
14
9
5

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)

-
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Nearly one-half (48%) of the sample mention operational
information as essential in carrying out their work as directors. Included
in this category are current information, monthly reports, and data on
products. According to one respondent, this information helps ensure the
smooth functioning of a corporation:
"I need to know everything that is going on in
the company from detailed financial data to
specific product information."
More specifically, a second maintains that:
"The first thing you need is the monthly report.
We also need outside reports and management
letters which I think are excellent."
Knowledge about top management's policy decisions is
considered important by 23% of the respondents. According to one
board member:
"I think you need good access to decisions
that underlie a corporate plan...you need
good exposure to various executives so you
can make good judgments in the area of
succession."
Forty-three percent of the respondents say that complete and
accurate financial data is crucial to a board member. Typically,
responses stress the need for full disclosure of all aspects of a
company's finances, especially if problems exist which management
wishes to conceal. As one director asserts:
"Our board demands full disclosure by management
as to assets, liabilities, earnings, policies
and plans for the future."
Another states:
"We need basic financial figures in case
management tries to hide something. If they
do, it will come out in the audit reports. The
audit committee does a good job in this respect."
And a third summarizes:
"An effective board member needs to know a bit
of everything - asking the right questions
regarding the management of the company from a
financial standpoint and all long and short
range policy decisions."
One-third of the respondents list good communications between
board members and corporate management as a vital factor

-
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in the successful functioning of a board. These respondents explain,
moreover, that accessibility to and interaction with top management are
critical for obtaining required information and knowledge. Attending as
many meetings as possible, holding informal, personal conversations to
learn about the corporation and its management, and visiting the
company's facilities are mentioned as useful means of communication.
As one director says:
"I think you need...an ability to work with
outside auditors and a good working relationship
with top management."
While another adds that:
"We need to talk together -- more 'networking' —
in order to strengthen our understanding of what
our contributions could be."
Thus, the modes of obtaining information are perceived to be as
important as the information itself.
Product research and development, another area considered
important, is mentioned by 25% of the respondents. One director
mentions:
"I need to know about their product line,
research and development capacity, and new
developments in their product line."
Another agrees, stating:
"...I'd like to know about and be familiar with
their product line and its development."
The need for information about a company's market position,
its sales and earnings projections is mentioned by one-fifth of the
directors in this sample. One board member states:
"I think one needs to be advised and informed
of projections as to sales and earnings level 2
to 3 years out, in order to fulfill the role of
board members."
About one-fifth of the responding directors want to know about
the relationship — if any — between the company and the various levels
and branches of government and about the company's political attitudes
and positions. One board director notes:
"I'd need to be familiar with government
relationships that exist, if any. For
example, with the Justice Department and
the military."

-
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A company's political attitude in specific areas is mentioned by
one respondent, who states:
"You should be mindful of the company's attitude
in politically sensitive areas; for example, air
pollution in a utility company."
Close to one-fifth of the respondents want information about
corporate structure and background and about management functions.
One director underscores the significance of this knowledge, saying:
"We need to know how the process of management
functions, not so much knowledge of the company
per se. Management is basically undemocratic it's very inbred. We have to learn about it."
Another responds:
"You need a knowledge of the corporate
structure ... you don't exist in a vacuum this is important: my view of what you need
to know is more philosophical than factoriented."
Fourteen percent of the board directors discuss the need for
legal data, especially in connection with other necessary information,
such as financial disclosure and general operational information.
Finally a small fraction request information on investment
relations and personnel. One board member suggests that:
"It is necessary to be involved in ... investment
relations and employee relations."
Another states:
"...when I joined the board, I spoke with their
major officers regarding personnel policies and
employee relations."

Question #3
Is such information as you describe above readily available to you?
Table XIX:

Availability of Information
Yes
No

98%
2

-
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Virtually all of the directors surveyed maintain that the
information board members need to fulfill their responsibilities is easily
obtained. However, one respondent believes that while information is
readily available from some companies he serves as a director, it is not
forthcoming from others. He simply states:
"In some companies yes, and others no."

Question
a) Are you frustrated in your attempts to gain such information?
b) In your opinion, how can this problem of information access best be
solved?
a) Table XX:

Problems Gaining Information
Yes
No

7%
93

Only seven percent of those who participated in the survey
experience some frustration in attempting to obtain the information
needed for high-level performance as a board member. The rest indicate
they have no problems.
b)
The few directors reporting difficulty in obtaining information
suggest formal and informal mechanisms to improve the information flow.
One director, for example, suggests an information officer who
would work with outside directors. Another feels that other high-level
executives should share the responsibilities of the CEO. Also suggested
is a more open, cooperative attitude by all participating members to
dissipate any frustrations encountered by board members. One director
maintains that it is the CEO's responsibility to get information to board
members. Finally, another suggests frequent meetings to gather and
absorb the appropriate information. One of the directors states:
"In major companies there may need to be a
high-level executive who works solely for and
on behalf of the outside members of the board."
Another notes:
"This problem could be solved by adding and/or
developing additional top managers who will then
relieve the CEO's workload."

-
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One respondent adds:
"I guess you detected a note of frustration in
my rating of the CEO below the others earlier.
One of the problems is the slip between the
promise and delivery. I went on the board
feeling the CEO would be more open towards a
participating board than he turned out to be.
It's not that I see him as a villain, I don't,
it's only that he displays less of the attitude
I favor than other members. In terms of our
firm, other directors share these attitudes."

Question #5
Do you feel that you have had a significant impact on company
priorities, policies and decisions?
Table XXIV:

Impact
Yes
No
No answer

68%
27
5

While more than two-thirds of the new directors feel they have
contributed significantly as board members, 27% say they have not. The
remaining 5% do not answer.

Question #6
What specific fulfillments have you achieved as a member of the
company's board of directors?*
Table XXV:

Fulfillments

Contribution to corporate policy
formation and operations
Ego satisfaction
Internal problem solving
Broadened board's representativeness
None
No answer

39%
27
20
14
3
30

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
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Nearly two-fifths of the interviewees experience fulfillment as
a result of their assistance in forming corporate policy and in the actual
operating functions of their companies. This includes making decisions
to change the structure and function of the corporation and bringing
better qualified people into top management roles. Some typical
comments follow:
"I directed the company toward a more
conservative management and slowed down
expansion plans."
"I've been able to see ways that we, as a
Board, have helped the company take some
new directions."
"I've had impact on the company's decisionmaking policies and I've learned a lot."
Another widely-cited fulfillment is ego satisfaction, as
exemplified by the following remarks:
"With such a short membership on the company's
board, I would have to say my first achievement
is one of satisfying self."
"It's nice to have your opinion respected."
Another director states:
"I have enjoyed broadening my experience by
looking at the problems of diversified companies.
Of course, this has helped me solve problems in
my own company. In other words, personal
satisfaction plus the opportunity to draw on
experience have been my greatest fulfillments."
One-fifth of the directors identify their success as board
members with solving their company's internal problems. Among
problems are constructing appropriate audit reviews, dealing with
government rulings and conflicts of interest, revising executive
compensation schedules, and obtaining funds for specific problems.
Specifically, two directors note:
"I cleared up balance sheet problems and
straightened up internal problems."
"I developed a new capital financing program
which has been implemented."
A fourth factor, cited by female directors and directors who
are members of minority groups, is broadening the constituencies
represented on the boards. Typical remarks are:
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"I've worked with affirmative action and kept
the interests of women and minorities before
the board."
"I've been able to bring in a viewpoint that
boards are often not aware of. As a minority
person, I'm aware of some different perspectives — in such things as advertising for
instance."
Three percent say they have had "no" fulfillment and,
interestingly enough, thirty percent choose not to answer the question.
No explanation can be given about why one-third of the interviewees do
not respond.

Question #7
What specific disappointments have you experienced as a board member?
Table XXVI:

Whether Respondents Experienced Disappointments
Yes
No
No answer

7%
89
4

Almost all the respondents indicate that they have experienced
no specific disappointments as board directors. One director mentioning
specific disappointments says:
"It wasn't enough of a challenge."
And another believes:
"...the main one is lack of availability to
various opportunities for certain people."

-
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PERSPECTIVES
Question

#1

a) Do you feel that the role of a director of a major corporation has
changed in the last ten years?
b) If so, how?
a)

Table XXVII:
Yes
No
No answer

96%
2
2

Almost all of the board members (96%) feel that the role of
the corporate director has changed in the last ten years.
b)

Table XXVIII:

How the Role has Changed*

More involvement in management and policy making
Greater responsibilities/greater awareness
of responsibilities
Greater awareness of liabilities/greater
accountability
Greater attention to social responsibility/
greater awareness of fiduciary responsibility
to shareholders
More government regulations/greater awareness
of government regulations
More in-depth investigation/board members
better informed
Changing board makeup: more minorities/
diverse expertise
More time and commitment
More issues/more complex
No answer

34%
25
16

11
9
9
7
5
2
5

*(The total exceeds 100% since a number of interviewees offer
several explanations in their responses.)
When asked about the ways in which the role of a director has
changed, 34% or one-third of the respondents in the sample cite their
increasing involvement in management and policy making. More
specifically, they stress that the director's position is real — not a
figurehead — and that he or she is more involved with operating matters
and public policy. In sum, the corporate board director now plays a
more prominent role. One director typifies this view, remarking:
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"The government and the public expect more
participation on the part of directors.
Directors are no longer figureheads."
Another feels:
"The director is expected to be more of an
activist. He's more involved in operating
matters and public policy questions."
A third states:
"The director is much more concerned with
public image and consumers."
One-fourth of the respondents point out both the greater
resonsibilities now given to directors and their increased awareness of
these responsibilities. A comment by one director sums up this opinion:
"...he is responsible for the business in that
he directs the business ... it's no longer an
honorarium."
Another director says:
"It used to be a pretty closed club, sort of a
rubber stamp for the CEO's ideas, now the board
members really want to know what's going on."
A third believes:
"The CEO and the chairman are using the directors
more and more than they once did. The role always
existed, but it's employed much more."
About one-sixth of the directors report that they are now more
aware of their legal responsibilities, liabilities, and greater accountability
than in the past. One director maintains, for example:
"The role of a director has changed due to more
legal responsibilities, close scrutiny by shareholders ... and general accountability and legal
ramifications."
Another notes:
"... he is liable for failure to perform the
function of the business properly and effectively."
Two other areas of change — the directors' greater attention
to social responsibility and their increasing awareness of fiduciary
responsibility to shareholders — are listed by roughly one-tenth of the
sample.
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One director says:
"More fiduciary responsibility is being stressed;
more questions of judgment too."
About one-tenth of the respondents explain that increasing
government regulations and the greater awareness of government
regulations have changed the role of a director —
"... due to ...
requirements by the FCC," as one director remarks.
Another says:
"I imagine it (the role) will change as government wills."
Directors also report that they must now carry out more
in-depth investigations, deal with more complex issues than in the past,
and commit more time to serving on a board.
Finally, several minority and female directors observe that the
makeup of boards is changing in two ways: there are more minorities
and more directors experienced in a variety of areas. Says one:
"The makeup of the boards is changing — we're
getting more (people) experienced in other
businesses and there's been a change from insiders
to outsiders in order to find solutions to problems."
Another states:
"... if the constitution of boards is changing to
include women and minority group members, the boards
are bound to be forced to change the way they
behave. There's not going to be as much sitting
around at the country club talking about deals as
there used to be."
Question #2
a) Do you expect the role to change in the future?
b) If so, how?
a)

Table XXIX:
Yes
No
No answer

84%
9
7

Eighty-four percent of the corporate board members expect the
role of directors to change in the future; nine percent anticipate no
change, while seven percent are unable to answer.
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b)

Table XXX:

How the Role will Change*

More involvement in management and policy making
More emphasis on role of outside director
More government regulations/greater awareness
of government regulations
More in-depth investigation/board members
better informed
Greater responsibilities/greater awareness of
responsibilities
Greater awareness of liabilities/greater
accountability
Broader representativeness on boards
Greater attention to social responsibility
More time and commitment needed
More objectively critical and independent
of management
No answer

23%
18
14
9
9
9
7
5
2
2
14

*(The total exceeds 100% since a number of interviewees offer
several explanations in their responses.)
The answers to this question are fairly mixed, but most
responses can be grouped in three categories:
About one-fourth of those expecting additional change plan to
be more involved in management roles and in policy decisions. One
respondent declares:
"Directors will insist on still .greater insights
and greater influence on operating management."
Another maintains:
"Directors will be more involved in operating
matters and public policy questions."
This increasing involvement in the operation of corporations
demands directors who are more knowledgeable, more responsible, and
more accountable. According to several directors:
"The board will have to be more knowledgeable
about what management is doing, in a broader
sense than the financial area."
And,

"There will be higher board fees because of the
increased time and attention now needed."

Eighteen percent of the directors foresee more emphasis being
placed on the role of the outside director. Some respondents believe
that larger numbers of outside directors will be required by federal law
in the future. The following are typical responses:
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"There will be an increasing number of professional
directors."
"There will be much more involvement by outside
board members."
"To meet shareholders' expectations, the trend
toward more outside representation will continue,
at least for a while."
"The future will see more outside directors
as required by law."
One-seventh believe that changes will continue to occur in the
area of government regulations and that major corporations will become
increasingly aware of these controls. The following are some directors'
insights:
"The responsibility will be much more clearly
delineated by SEC, IRS, etc., and other
government agencies."
"I see more government pressure on performance
or standards, and there will probably be more of
this 'special representation'."

-
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SECTION II

Perceptions of long-standing members of the board
and top corporate officers on the board

-

-

DEMOGRAPHICS

Question

#1

How long have you been a member of this board of directors?
Table XIX:

Longevity
Three to five years
Six to ten years
More than ten years

22%
28
50

Half of the seasoned directors have served on the board for
over ten years, with almost one-third serving on the board between six
and ten years. Only one-fifth of the respondents have been on the
board for less than five years.

Question #2
a) Do you serve on any other boards?
b) If yes, how many?
Table XX:

Service on Other Boards
Yes
No

78%
22

As a whole, the seasoned board members have a wide breadth
of experience. Over three-quarters of them serve on other corporate
boards.
Table XXI:

How Many
One other
Two others
Three others
Four or more others

22%
30
15
33

Almost half of the long-standing directors who are members of
more than one board serve on three or more. Only one-fifth serve on
no more than one additional board.

-
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Question #3
Please indicate the highest degree attained in your post-high school
education.
Table XXII:

Education
BA/BS
Law
MBA
MA/MS
Ph.D.
No degree

37%
17
16
10
10
10

Clearly, a majority of long-standing board members have
received at least an undergraduate degree, and over half of them — 53%
— have received graduate degrees. Interestingly, only one-sixth of the
directors hold the MBA.

Question #4
Please indicate your functional/occupational experience.
Table XXIII:

Functional/Occupational Background*
General management
Finance
Engineering/research
Manufacturing
Marketing
Law
Other

54%
29
23
22
22
13
15

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
The largest portion of long-standing board members — just over
half — have experience in general management. Almost one-third have
a background in finance. Interestingly, only a small fraction — 13% —
cite law as their prime area of experience.
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Question #5
What is your age?
Table XXIV:

Age
Under 40
40 - 44
45 - 49
50 - 54
55 - 59
60 - 64
65+

1%
2
10
22
29
23
13

Just over half of the seasoned board members are in their 50's,
with the largest portion of these in the 55 - 59 age group. Only a
small fraction — 13% in each case — are either under 50 or over 65
years of age.
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QUALIFICATIONS
Question

#1

Describe the basic qualifications necessary for effective membership on
the board of a major corporation.
Table Is

Basic Qualifications of Corporate Board Directors*
Top management experience
Business judgment/sophistication
Objectivity/independence regarding
top management
Specialized expertise
Integrity
Interest/commitment
Financial background
Socio-politico-economic sophistication
Familiarity with company
Stockholder representative
Social responsibility
Influential contacts
Leadership ability
Legal expertise
Experience in government
Inquisitiveness
Stock ownership

73%
50
39
29
21
16
13
12
11
10
10
7
6
4
4
4
2

*(The total exceeds 100% since a number of interviewees offer
several explanations in their responses.)
For clarity, these qualifications are regrouped in broad categories in the
table below.
Table II:*
A.

Business experience/expertise and administrative capabilities
Top management experience
Business judgment/sophistication
Specialized expertise
Financial background
Familiarity with company
Leadership ability
Legal expertise

B.

73%
50
29
13
11
6
4

Independence/integrity
Objectivity/independence regarding
top management
Integrity
Stockholder representative
Inquisitiveness
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39%
21
10
4

C.

D.

Socio-politico-economic sophistication
Socio-politico-economic sophistication
Social responsibility
Experience in government

12%
10
4

Interest/commitment
Influential contacts
Stock ownership

16%
7
2

Other

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
The top corporate officers and long-standing board members
cite high-level business and management experience as important
qualifications for membership on the board of a major corporation.
Ideally, therefore, a director should have top management experience,
sharp business judgment and sophistication, expertise in a specialized
area such as financial or legal, some familiarity with the company in
question, and demonstrated leadership ability.
One director explains:
"We try to structure our board with people
who have had general management experience.
This is the only basic qualification that we
think is important. We do like to get board
members with a diversity of specialized
experience, though. We now have some
members who have marketing experience, some
with a scientific background — by that I mean
mostly research and development people. We
also have one lawyer on the board."
Another declares:
"One needs specialized knowledge and a wellrounded experience with a broad look/feel for
business. An example of this type of person is
a president of another company. He usually
makes a good board member."
Another says:
"I would prefer to be surrounded with people
who have a good knowledge of economics and
finance, in other words good sound business
judgment. I've been on several boards and the
ones that have been most effective are the
ones that can best handle information."

-
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Still another states:
"An effective board member must be a good
decision maker, a constructive thinker, must
have a good business mind, must be an expert
in his or her own profession, and must be
respected in the business community."
A fifth notes:
"Knowledge of the corporation, its objectives,
its personnel and its philosophy is very
important."
The qualifications cited as second in importance for effective
board membership include objectivity, independence, integrity,
inquisitiveness, and the willingness to act on behalf of the stockholder.
One respondent explains:
"The ability to have adequate detachment for
objective behavior is crucial."
Another notes:
"I can't pinpoint any particular experience or
professional background that is essential. Most
disciplines can be useful. Stature in the
community, integrity, independence, tenacity,
and intellectual honesty are the essential
characteristics for effective board membership."
A third states:
"Most important is independence from the
influence of management to act judiciously and
honestly in the interest of the share- holders
and the safety and the health of the public."
A less frequently cited, but still important, category of
qualifications for board membership includes understanding of and
sensitivity to a number of social, political and economic considerations
and public issues. One respondent mentions:
"The ability to keep abreast of the political,
economic, and social environment is important."
Another notes:
"Full sensitivity to the interdependence of
cultural, educational, political, and social
aspects of our society with the economy is
very important."

-
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A third explains:
"Maturity and sensitivity to public issues are
important qualifications."

Question #2
a) Are symbolic characteristics such as age, sex or race appropriate
considerations in selecting corporate board members?
b) Please explain.
Table III:

Appropriateness of Symbolic Characteristics
Yes
No
No answer

45%
54
1

As indicated in the table, the long-standing members of the
board are closely divided in evaluating the appropriateness of such
symbolic considerations. Interestingly, just over half of the seasoned
board members feel that considerations such as age, sex and race should
not be taken into account in the selection process.
Table IV:

Comments by those Answering "Yes" to
Appropriateness of Symbolic Characteristics*
Provides balance
Age considerations are appropriate
If other qualifications are equal
Depends on company business
Adds credibility
Due to socio-political pressure
on corporations

54%
30
22
19
14
11

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
Clearly, half of those who feel that symbolic considerations are
appropriate explain that they are important for providing balance on the
board. Some of these respondents amplify their explanation by noting
that racial, sexual and age mix brings individuals with diverse
backgrounds to the board, allows a variety of viewpoints, and, in some
cases, provides representation of an important "constituency."

-
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Some typical comments follow:
"It is necessary to take these factors into
consideration in order to achieve a balance."
"These factors are relevant only for the purpose
of achieving a diversified board."
"Balanced viewpoints and representation should be
one of the important considerations, though the
trend is leading to overemphasis which can be
detrimental in the long run."
"They are appropriate only if you need representation of a "constituency" not already
represented."
Approximately one-third of those who approve of such
considerations indicate also that it is appropriate to take into account
the candidate's age. The reasons offered are varied. Some explain that
a board member should be old enough to have superior work experience.
Others note that staggering of age is appropriate to assure a steady
turnover. Still others explain that few candidates over the age of sixty
should be considered to ensure that most board members will serve
several years before retiring.
Typical comments follow:
"A candidate needs to be old enough to have
developed skills and knowledge to fulfill the
requirements of the position."
"We have no problem with age, but we don't
want the whole board to retire at once, so we
work within an age group that varies."
"We have no specifications with respect to sex
or race but we do for age. We look for people
under sixty years old. Our company has an age
limit of seventy and we wish to select board
members with no less than this ten-year interval
to retirement."
Approximately one-quarter of the respondents approving
symbolic considerations indicate that they are appropriate only if other
qualifications are equal. One explains that:
"In today's world, all things else being equal,
qualified representatives of minorities and of
the female population are required. However,
qualifications must be equal."

-
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A smaller group -- approximately one-fifth of those approving
racial or sexual considerations — explain that while such considerations
are appropriate for some boards they are not for others. One
respondent notes:
"Board members should not be chosen only on the
basis of race or sex. They should be selected on
the basis of their ability to contribute to the
board. Boards should bring in women and
minorities since their contributions are needed,
not just for cosmetic purposes. Ladies can
contribute on some boards, as can minorities,
while they can't on others. It depends on the
business. Anybody from these groups, however,
must be qualified."
A small fraction of those approving of symbolic considerations
— 14% — feel the board should take these considerations into account
because doing so gives credibility to the board. Another small group
indicates that such considerations are necessary because of current
socio-political forces.
Table V:

Comments by Those Answering "No" to Appropriateness
of Symbolic Characteristics*
Other qualifications are more important
Quotas are not appropriate
Limited pool of such candidates

86%

16

9

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
The majority of those who feel that symbolic considerations
are not appropriate maintain that other qualifications are more
important. Several typical comments follow:
"Electing members because of age, sex or race is
not in the best interest of shareholders. Selection
criteria should be based on intrinsic
qualifications. Sex or race should be secondary."
"Requisite characteristics of good board members
could be in a person regardless of these
considerations and not necessarily present because
of them."
"I think you should get the very best in terms of
experience rather than a specific allocation just
for the sake of having one of the above types of
people on the board."
"Cosmetics are not adequate in today's business
climate."
-

-

A smaller group — approximately one-sixth of the sample — of
those disapproving of symbolic considerations explain that quotas and
tokenism are not appropriate. Among representative comments are:
"Qualifications only are important. I do not
believe in an idiot 'quota' system."
"I have strong views.
tokenism."

I don't believe in

A small fraction of those disapproving of symbolic
considerations — less than one-tenth — explain that the pool of qualified
females and minority group members is limited because of the high
demand for them to serve on corporate boards.

-
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EXPECTATIONS
Question

#1

When young and/or female and/or minority individuals began joining
corporate boards, what were your expectations regarding their
performance?
Table VI:

Expectations*
Same expectations as for others
Add a new perspective/represent
constituency concerns
Depends on basis of selection
Depends upon whether race or sex
is allowed to interfere
High expectations
Moderate expectations
Low expectations

62%
16
6
5
9
6
4

*(The total exceeds 100% since several interviewees make
several observations.)
Nearly two-thirds of the seasoned board members indicate that
they expected younger, female, or minority board members to perform as
well as all new board members. In elaborating on this point, respondents
noted that: they generally expect good performance from all board
members; or that they generally expect mixed performance; that such
new members would represent stockholder interests; that an initiation
period is needed for any new director to learn the company's business;
that, finally, less depth is generally expected from new members than
from long-standing members. Several typical comments follow:
"I expected the same of them as of anyone else
on the board. If their performance wasn't going
to be the same, they wouldn't have been
selected."
"I expected good performance on their part.
My assumption is that they would not be
selected unless they were qualified."
"Like most others, some perform very well —
some others less so. If they are picked with
regard to the highest qualifications, they can be
as good as anyone. If they are picked only by
the criteria of race, age or sex, they might not
perform so well."
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"It takes a digestive period of two to three
years for any new director to gain a grasp of
the corporation. One can't make a big impact
to begin with. You can't lay it at the feet of
minorities; a new director must be quiet and
learn and allow senior members to take charge.
When you listen and learn you then get a feel
of how things are managed."
A small fraction of the respondents — approximately one-sixth
— indicate that the seasoned directors expected new board members to
add a new perspective by helping anticipate constituent concerns and by
bringing greater familiarity with market requirements. Two typical
comments follow:
"I expected them to bring a new perspective,
reflecting the feelings and expectations of
the particular group they were from."
"I expected they would add a new dimension to
offset the views of older members and be more
familiar with current market requirements."
A few responses indicate that the expectations for new board
members varied, depending on how they were selected. In some
responses there is suspicion that race or sex would be allowed to
interfere.
Approximately one-fifth of the interviewees simply list their
expectations for new directors as "high," "moderate," or "low," without
actually comparing them to long-standing board members. For the most
part, these are favorable. Some typical comments follow:
"Excellent because they were 'on the spot' and
(they) were generally handpicked, very outstanding people."
"Not much. However, a recent female member has
not only proved a very pleasant addition, but a
knowledgeable one also."
"Rather low because of lack of experience and
qualifications."

-
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REALITIES
Question #1
Do the younger and/or female and/or minority directors carry out their
assigned tasks and come well prepared to board meetings?
Table VII:
Yes
No
Depends on individual
No answer

70%
10
2
18

A majority of the seasoned board members — over two-thirds
— feel that the new board members perform assigned tasks and are
adequately prepared for board meetings. A small fraction — only 10%
-- feel that this is not the case. Interestingly, almost one-fifth — 18%
— of the seasoned board members cannot answer this question because
they have never served on a board with younger, female or minority
group members.

Question #2
How are their contributions to discussion at board meetings received by
the other members?
Table VIII:

Reception of Contributions*
Well received
In line with merit
Same as for others
Given little weight
Mixed
Unable to respond due
to limited experience

39%
34
13
9
2
17

*(The total exceeds 100% since a number of interviewees make
several observations.)
Well over a third of the respondents indicate the contributions
of these new board members are well received. Some use phrases such
as "with interest," "cordially," "with respect," and "encouraged to express
their views." Two typical comments follow:
"They've been very well received. They're
encouraged to express their views and their
views are given serious consideration."

-

-

"They are received with real interest."
An additional one-third of the respondents indicate that the
new board members' contributions are received according to their
merits. Some interviewees add that the new directors' contributions are
accepted after an initial trial period.
Typical are the following comments:
"Anyone's contribution will be well received if
it makes sense."
"Appropriately."
"After an initial 'shakedown' period, O.K."
A small fraction of the interviewees specifically mention that
the contributions of new board members are received on the same basis
as are those of all board members.
Two directors note:
"In my experience their contributions are
received the same as that of any other director."
"As peers."
Small fractions of the responses indicate that the contributions
of these new members are given little weight or are given a mixed
reception. Just over one-sixth of the interviewees are unable to respond
because of limited experience with such new members of the board.

Question #3
Are you favorably impressed by their level of contribution and
achievement?
Table IX:

Favorably Impressed
Yes
No
Mixed reaction
Depends on individual
No answer

60%
16
2
2
20

The majority of long-time board members — just under
two-thirds — have been favorably impressed by the level of contribution
and achievement of the younger and/or female and/or minority group
members of their board. However, a significant fraction — sixteen
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percent -- have not been impressed by the performance of these board
members. Again, one-fifth of the seasoned board members cannot
comment because no such persons sit on their boards.
Question #4
How long did it take for them to become proficient at performing their
functions and responsibilities on the board?
Table X:
Almost immediately/immediately
Six months or less
Between one and two years
Three to five years
Have not become proficient
Same as for others
Depends on experience
Training program needed
Unable to answer

20%
7
28
1

5

15
7
2
28

*(The total exceeds 100% since a number of interviewees offer
several explanations in their responses.)
One-fifth of the responses indicate that the new members were
adept and qualified when they joined the board, thus demonstrating
immediate or almost immediate proficiency. One director states:
"They were proficient when they came on,
otherwise they wouldn't have been selected. We
don't have on-the-job training on our board. We
bring people on because they are capable from
the start. One of our younger board members
built his own company from scratch and built it
up into a multimillion dollar operation. He
certainly didn't need any time to become
proficient in performing his role on the board."
Another explains:
"They come to the board fully qualified, but I
think it takes anyone a little while to become
accustomed to being on the board. I think
they're a little reluctant to ask questions
regarding the business."
Over one-quarter of the respondents say that the new directors
need one to two years to become proficient in their board duties;
several typical comments follow:
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"A really motivated individual could learn in a
year."
"Most members take at least a year to know
enough of company operations to contribute
effectively."
"It takes a long while. If you take a minority
with little business experience, maybe a year to
two years."
Approximately one-sixth of the board members indicate that
new directors take no longer than other members to become proficient.
Several typical comments follow:
"No longer than any other director, in fact,
they work a little harder to avoid critics who
may be prone to find fault."
"The same amount of time that it takes others
to become proficient."
"No longer than it takes any new board member."
A small fraction of the board directors mention that the
experience of a new member dictates the amount of time required to
perform well in his or her new position. If, for example, an individual
comes from a business similar to that of the company on whose board
he will be serving, very little time is needed to reach a high level of
proficiency.
Others with little experience, or with experience in
another field, will need more time to familiarize themselves with the
business. One director states:
"It varies with experience, a year or two might
be normal."
Another notes:
"It depends on the individual's field of business."
Although only a small fraction of directors indicate a need for
a seminar or training program, those who do mention it place great
emphasis on its importance. Some companies have training programs
designed to teach new members about the company and its operations.
One long-standing director states:
"They don't take very long to become familiar
with the company — about six to twelve months,
I'd say — because they make a conscious and
concerned effort to learn about the company in
depth. However, learning about their
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responsibilities as directors proceeds along by a
more amorphous and ill-defined process. Yes,
indeed, a seminar focused on defining the role of
the corporate board director would be a most
valuable learning tool."
Another director notes in discussing his company's training program that:
"Ours is an extensive company. I don't think an
outside member could be helpful until he learns
the company. We have an ongoing program to help
these members familiarize themselves with our
operations."
Question #5
a) Have you experienced major disappointments with the performance of
such new members?
b) If yes, please explain.
Table XI:

Major Disappointments
Yes
No
No answer

16%
66
18

Clearly, two-thirds of the long-standing members of the board
have not experienced any major disappointments. Only sixteen percent
cite major disappointments with the performance of new members.
Again, lack of relevant experience prevents almost one-fifth of the
seasoned board members from commenting.
a)

Table XII:
Comments by Those Experiencing Major Disappointments
Level of contribution is low/lack of effort
and interest
Lack of understanding of business problems
Pushing particular viewpoint
Not qualified

46%
23
23
8

Almost half of those experiencing major disappointments with
the performance of new members indicate dissatisfaction with their level
of contribution, effort, and interest. One interviewee, for instance,
describes the problem as follows:
"Poor attendance or lack of comprehension or interest."

-
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Slightly less than a quarter of the respondents expressing
disappointment criticize the new members' understanding of business
problems. One veteran director states:
"They are not attuned to what a going business is."
Another quarter of the respondents contend that such new
board members inappropriately advocate a particular viewpoint. One
director explains:
"They are either immature or push some particular
viewpoint without regard to the consequences."
A small portion of the respondents indicate that the new
members are simply not qualified.
b)

Table XIII:
Comments by Those Experiencing No Disappointments
Only qualified individuals chosen initially
Expectations were low

4%
2

Of the respondents who are not disappointed by the
performances of new members, only a few comment. Those who do say
that individuals chosen to sit on a corporate board of directors are
highly qualified. One interviewee states:
"I cannot report disappointments for two reasons —
one, such individuals were carefully selected, and
hence, fulfilled our expectations of them; two, our
expectations were not that high to start with."
Question #6
From your experiential frame of reference, how do you evaluate the
overall performance of these new board members?
Table XIV:
Highly effective
Effective
Mixed performance
Ineffective
No answer

15%
33
26
6
20

Almost half of the long-time board members feel that the
overall performance of these new board members has been — at the
very least — effective. Approximately one-quarter of the respondents
evaluate the performance of these new board members as mixed, while a
small fraction — 6% — describe them as ineffective. Again,
approximately one-fifth of the seasoned board members cannot respond
to the question.
-

-

PERSPECTIVES
Question

#1

a) Do you feel that the role of a corporate board member has changed
in the last ten years?
b) If so, how?
a) Table XV:

Yes
No

89%
11

Most long-standing board members believe that over the past
ten years the role of board members has changed significantly.
b) Table XVI:
Recent Changes in the Corporate Director's Role*
Greater awareness of liabilities/greater accountability
Greater responsibilities/greater awareness of
responsibility
More time and commitment needed
More in-depth investigation/board members better
informed
More objectively critical and independent of
management
Greater awareness of fiduciary responsibility to
shareholders
More government regulations/greater awareness of
government regulations
Greater attention to social responsibility
More involvement in management and policy making
More issues/issues more complex

40%
40
38
29
19
16
16
15
14
7

*(The total exceeds 100% since a number of respondents mention more
than one change that has taken place in the role of the board
member.)
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Well over a third of the respondents indicate that in the past
decade there has been a significant increase in awareness of personal
liabilities, of greater personal exposure and of greater accountability.
Several typical comments follow:
"There is an additional emphasis on personal
liabilities."
"Members are more aware of the changes in their
legal obligations and liabilities, partially as
a result of SEC rulings."
"There is more accountability to stockholders and
SEC for audit and policy critique."
An equally large portion of the respondents report that along
with increased awareness of liabilities have come both increases in
responsibility and greater awareness of these responsibilities. In sum,
the board of directors is playing a more prominent role in today's
corporation. One senior corporate officer states:
"I think the role of the corporate board and of
the member has changed significantly, in a most
profound way. The board has become much more
important than it used to be. Board members now
have greater responsibility and greater exposure.
This is partially a result of regulations of
corporate activity."
A long-time director believes:
"The roles of members have changed because
members are more involved and conscious of
their responsibilities."
The
indicates that
necessary for
director more
activities. A

third most frequent observation made by respondents
over the past ten years it has become increasingly
directors to devote more time, to take the position as
seriously, and to make greater commitment to their board
director who serves on several boards observes:

"I need to spend more time on materials furnished
in regard to the corporation. I must make myself
more available to executives of the corporation."
A chief executive officer recalls:
"Ten years ago there were still board members who
in essence were holding an honorary position,
collecting a fee and not contributing. That's
no longer so."

-
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Just over one-quarter of the respondents say that as the board
has grown in importance, more in-depth investigations have been
required, the audit function of the board has increased and, consequently,
the directors have become better informed. Two typical comments
follow:
"There is a greater obligation to demand, study,
and evaluate more detail."
"The necessity for deeper involvement in the
affairs of the corporation has become evident.
This is especially true for the audit committee."
In conjunction with this increasing investigatory power, the
directors are becoming more and more independent of and are adopting a
more questioning attitude toward management. This trend is cited by
approximately one-fifth of the respondents. One top corporate officer
declares:
"Board members are now more outspoken and critical
if they don't agree with the management."
A veteran board member asserts:
"Board members have become more independent of
management."
Again, in conjunction with the growing importance of the audit
function — and in part the cause of the more questioning attitude
toward management — the board members have become increasingly
aware of their fiduciary responsibility to shareholders. This trend, noted
by one-sixth of the respondents, is illustrated by a director's description
of his peers:
"He's more responsible for the shareholders as
a representative of shareholders, and not a
yes-man for management."
Another veteran director notes:
"There's more of a feeling of fiduciary
responsibility towards the shareholders and
this has been accelerated by litigation and
other problems — which have forced board
members to take an active interest in their
duties when serving on the board."
A relatively small portion — approximately one-seventh — of
the responses indicate that these developments have led to the board's
increased involvement in management and policy making. A director
sitting on two major boards relates:
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"Greater study of detail is needed in order to
provide policy guidance and assure fulfillment of
all legal requirements."
A top corporate officer observes:
"Board members are taking a deeper interest in shaping
the direction of corporations."
Other comments suggest the range of changes taking place in
the past decade. Some specifically note that there are more government
regulations (although recognition of this is implied in most responses,
only a small fraction specifically mention it) and that board members
are now more aware of these regulations than they would have been in
the past. Some indicate that there has been an increase in the
attention paid to social responsibility. Finally, some observe that there
are now a greater number of increasingly complex issues that must be
taken into account. A chief financial officer states:
"There are many more restraints as a result of
government regulations and legislation."
A long-standing, outside director observes:
"As social and public issues facing corporations
have grown in importance and governmental regulations
have proliferated, the areas and scope of board
responsibilities have increased considerably."
Another states:
"There is now a greater emphasis on social issues."
Finally, a corporate officer who sits on several major boards points out:
"Aside from shareholder interest, directors
now must be concerned with health of employees,
public health, safety, ecology, equal employment
opportunities, ethical behavior of the corporation,
etc."

-
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Question #2
a) Do you expect the role to change in the future?
b) If so, how?
a)

Table XVII:

Yes
No
Don't know

86%
12
2

The seasoned board members obviously believe that the role of
a director will continue to change in the years to come.
b)

Table XVIII:
Future Changes in the Corporate Director's Role*
More involvement in management and policy making
Greater awareness of liabilities/greater accountability
Greater responsibilities/greater awareness of
responsibilities
More government regulations/greater awareness of
government regulations
More objectively critical and independent of
management
Greater awareness of fiduciary responsibility
to shareholders
More time and commitment needed
Greater attention to social responsibility
More in-depth investigation/board members better informed
More issues/issues more complex
Broader representativeness on boards
Don't know

39%
29
24
23
16
13
13
9
7
3
1
9

*(The total exceeds 100% since a number of interviewees indicate
more than one area in which the board members' role is likely
to change.)
The changes in the role of corporate board member anticipated
by the respondents are similar to those that have taken place in the
past ten years. In fact, a number of interviewees simply indicate that
they expect "more of the same" or "continuation of present trends."
The anticipated change cited most frequently by seasoned
directors is increased involvement by board members in company
management and policy making. Thirty-nine percent of the respondents
expect this, a dramatic increase from the number of directors (14%)
listing it as an area of change in the recent past. The second most
frequently cited area of future change is increasing government
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regulation — mentioned by twenty-three percent of the respondents.
(Only sixteen percent of the respondents cited government regulation as
one of the major developments of the past decade.) Many seasoned
directors link these anticipated changes by explaining that the expanding
role of directors in company management will, in part, be mandated by
new government regulations. As the directors say:
"I see continuing deepening involvement by
directors in all phases of the management of
the overall direction of the corporation and in
the issues facing it."
"Board members will have an enlarged role in
policy, etc., and I expect more SEC Government
(sic.) demands."
"Government regulations will make directors run
a company instead of management."
More changes are expected also in accountability and increasing
liability — cited by almost one-third of the respondents. One director
expects this trend to continue to a disturbing degree. He explains:
"Probably more so than in the past ten years,
liability for the corporation's actions will
increase to frightening proportions."
A fourth area of anticipated change is continuation of the
trend toward greater responsibility and demands — cited by almost
one-quarter of the respondents. One veteran director of several major
corporations states:
"There will probably be some continued increases
in responsibility, but the requirements and demands
of a directorship will soon become so demanding that
qualified individuals will not be willing to serve."
An additional area in which continued change is expected is
the board members' growing independence from management — cited by
one-sixth of the respondents. A top corporate officer who serves on
several boards states:
"I think there are going to be continued pressures,
as enunciated by Harold Williams, for greater
independence from management, pressures for
management to play a less dominant role on the
board. I don't agree entirely with this point of
view, but I think we are going to see continuing
pressure in this direction."
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Finally, some seasoned directors anticipate even greater
awareness of fiduciary responsibility to shareholders, heavier demands for
time and commitment, greater attention to social responsibility and
related issues, more in-depth investigation of company operations,
consideration of increasingly complex issues and still broader
representation on boards.
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SECTION III

Perceptions of members
of the Audit Committee

-

-

DEMOGRAPHICS
Question

#1

How long have you been a member of this board of directors?
Table XXV:

Longevity on Board
1 year
2 years
3-5 years
6-10 years
More than 10 years

Most Audit
respective boards for
two-thirds serving for
years for this sample

10%
5
24
31
31

Committee members
a rather long period
six years or more.
of Audit Committee

interviewed have been on their
of time, with nearly
The median tenure is seven
members.

Question #2
a) Do you serve on any other corporate boards?
b) If yes, how many?
a)

Table XXVI:

Service on Other Boards
81%
19

Yes
No
b)

Table XXVII:

How Many
One other
Two others
Three others
Four or more others

9%
44
15
32

Four out of every five of the respondents are members of
more than one board and, of this number, slightly over ninety percent
are members of at least three boards.
Question #3
How long have you been a member of the Audit Committee?
Table XXVIII:

Longevity on Audit Committee
1 year
2 years
3-5 years
More than 5 years
Rotating committee
service
-

-

19%
21
38
19
2

Most of the Audit Committee members have served a
relatively short period of time, with four-fifths of the interview sample
serving no more than five years, and two-fifths, two years or less. Two
percent serve on a rotating basis and cannot recall how much time has
been spent specifically on the Audit Committee.

Question #4
Please indicate the highest degree attained in your post-high school
education.
Table XXIX:

Education
No degree
BA/BS
MBA
MA/MS
M. Phil.
Law
Ph.D.
Other - CPA

5%
55
12
2
0
12
12
2

The majority of the sample of Audit Committee members have
at least earned an undergraduate college degree. Four out of every ten
have some kind of advanced degree.
Question #5
Please indicate your functional/occupational experience.
Table XXX:

Functional/Occupational Background*
Finance
Marketing
Law
Engineering/research
Manufacturing
General management
Other:
Purchasing
Other

43%
14
10
17
14
62
14

2%
12

*(The total exceeds 100% since some interviewees offered
several explanations in their response.)
By far the highest proportion of respondents come on to the
Audit Committee with management or financial backgrounds.
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Question #6
What is your age?
Table XXXI:

Age
Under 40
40-44
45-50
51-55
56-59
60-64
65 and over

0
0
17%
17
7
31
20

The greatest proportion of the interview sample is over the
age of sixty.
Question #7
Are you male or female?
Table XXXII:

Gender
Male
Female

98%
2

Obviously among the respondents interviewed, women are very
lightly represented on the Audit Committee.
Question #8
a) Do you consider yourself to be a member of a minority group?
b) If so, which one?
Table XXXIII:

Minority Group Membership
Yes
No

0
100%

Though all the respondents checked the "no" box, two inspired
souls went on to explain that they were indeed members of a minority
group, albeit not of the sort implied by the question". One boasts:
"If I said yes, I would consider myself to
be part of the hard-working builders of
profitable enterprise — definitely a minority
group."
While another humbly declares:
"...modest Texans."
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QUALIFICATIONS
Question #1
In your opinion, what are the basic qualifications necessary for
membership on the Audit Committee?*
Table I:

Qualifications for Audit Committee
Accounting/auditing acumen
Financial background
Top management experience
Objectivity/independence regarding
the management
Inquisitiveness
Business judgment/sophistication
Integrity
Interest/commitment
Outside director
Board experience
Familiarity with company
Legal expertise
Familiarity with government
regulations
No conflict of interest
No basic qualifications
No answer

50%
43
36
24
19
14
14
14
12
7
7
5
5
2
5
2

*(The total exceeds 100% since some interviewees offered
several explanations in their response.)
The three most frequently cited qualifications emphasize the
necessity for some form of high-level business or management
experience. More specifically, half of this sample of board members
who serve on the Audit Committee mention the need for accounting
auditing acumen; slightly over two-fifths recommend financial
capabilities; and just over one-third view top management experience
an important qualification for Audit Committee membership.
One corporate officer contends:
"I think it should be a person who has been
in finance in some dimension, with either an
investment banking or accounting background.
If their background is not in either of these
fields, then they must have heavy exposure in
these areas."
While a long-time director of a major industrial corporation suggests:
"Well, I think they should be outside directors
who are sufficiently experienced in organizations
large enough to be audited by major auditing firms.
In my own case I have been a university president,

-

-

so I have some idea as to the procedures. Auditing
is a very technical business and if you don't have
any experience, it could present some difficulties."
Another officer states:
"The most important prerequisite for membership on
the Audit Committee is having had enough business
experience to foresee potential problems a corporation
might run into. I also feel that a banking or accounting
background is extremely helpful."
Significant groupings of respondents mention a series of
additional qualifications, foremost among which is a sense of objectivity
and independence toward top management, demonstrated by a willingness
to ask hard questions. Others, less frequently cited but nonetheless
important, include an eager inquisitiveness, sound business judgment, a
high level of integrity, and the interest and commitment sufficient for
effectively carrying out the work of the Audit Committee. One
respondent states:
"I feel the basic qualifications necessary for
a member of the Audit Committee include a desire,
an interest, a financial background, an inquiring
mind, and a non-hesitancy to ask questions."
Another notes:
"I think a major qualification is independence from
management...."
Yet another explains:
"There should be real concern with the company's
activities, and a desire to carry out effectively the
company's policies and to ensure that the financial
data is handled as it should be, with accuracy and
fairness. It is very important how all of these
things are presented to the stockholders, and to the
public. Everyone wants this to be done better. An
Audit Committee member should have knowledge of
the auditing profession, and a high interest in proper
presentation is very important. He should have a
business background, and he must give sufficient
time and attention to question the auditors. Many
Audit Committee members don't do that."
Still another adds:
"One needs integrity and a willingness to insist on
getting the necessary facts in as objective a way as
possible."

-

-

outsider.

Several respondents point out the importance of being an
One such respondent declares:
"He must be an outside director and not connected
with an auditing firm."

Finally, qualifications which are mentioned only infrequently
include prior experience on a board, familiarity with the company,
expertise in law and government regulations, and freedom from possible
conflict of interest.

-

-

EXPECTATIONS
Question

#1

How would you rate the relative importance of the following board
committees?*
Table II:

Ranking Importance of Board Committees

Executive
Audit
Finance
Compensation
Others (total):
Nominating
Proxy
Planning
Marketing
Ethics
Unspecified

#1

#2

#3

#4

69%
43
5
5

10%

7%
29
24
24

5%
0
17
33
(4)
0
0
2
0
0
2

(2)
2
0
0
0
0
0

All equally important:

21

45
31
(4)
0
0
2
0
2
0

(10)
2
2
2
2
0
2

#5
2%
2
2

(10)

5

*(The total exceeds 100% since several respondents offer
more than one explanation in their answer.)

Most Audit Committee members — approximately two-thirds —
feel that the Executive Committee stands first in importance. Slightly
less than half feel similarly about the Audit Committee. Clearly, these
two are considered to be the leading committees on a corporate board,
with the Audit Committee taking second place behind the Executive.
Question #2
Do the younger and/or newer members of the board serve on the Audit
Committee?
Table III:

Newer Directors on Audit Committee
Yes
No
No answer

79%
19
2

-

-

0
0
0
0
0
10

The younger and/or newer members of a given board will often
be found on that board's Audit Committee.

Question #3
What were your expectations regarding membership on the Audit
Committee by younger and/or newer board directors?
Table IV:

Expectations Re: Newer Directors on Audit Committee
Perform better than traditional members
Perform equal to traditional members
Perform less well than traditional
members
Depends on individual qualifications
No expectations
Provide an opportunity for fresh,
independent in-depth inquiry to
insure corporate financial integrity
Act as interpretive bridge between the
board and the auditors and management
Requires prior board experience or
learning process

596
21
2
12
5
21
19
15

Among the responding Audit Committee members who express
their expectations in comparative terms — better, equal, or worse —
only a small percentage maintain that the new board directors perform
better than other members.
As one respondent states:
"I think they'd be an improvement over the old
ones. The more independent the committee the
better. I think the younger board members have
more of a sense of independence, and I think
that's important."
Just over one-fifth of the sample expect new members'
performance to equal that of long-standing members while an
insignificant portion of interviewees expect new directors to perform less
well than other members. One respondent asserts:
"We have a seasoned board of directors. All
of them, with minor exceptions, could serve on
the Audit Committee. There is no grading of
expectations here. We don't expect any one
individual to bring great expertise to the
committee any more than we expect it of
another. All of the board members, new and
old, are highly qualified."

-

-

Another adds:
"I expect the new board members to perform in
the same capacity as other members, that is,
to perform well."
A third Audit Committee member states:
"I didn't expect them to function at the same
level as long-time members of the board. It
would be impossible for them to do so. Nobody
can audit any company without knowing an awful
lot about the company. One has to know how the
company keeps its books, or has to know about
its depreciation policy, the obsolescence of the
company, etc."
The expectations of a few committee members depend upon
the qualifications of the specific board member. One respondent offers
an example:
"Depends on qualifications. I care less about
age or time served on a board. Maturity or
seniority don't necessarily make good Audit
Committee members."
Just over a fifth of the respondents feel that new directors
can bring a capacity for fresh, independent, in-depth inquiry to insure
corporate financial integrity. Two typical comments follow:
"I think they bring a fresh, independent point of
view to our Audit Committee, more so than
those who have been on longer, and they also
have the level of competence to make their
service on the committee effective."
"They will dig into things deeper. It's good to
have new members, and to rotate them. It
gives a different perspective. The older
committee members tend to take things for
granted. I think we should avoid leaving a
person on a board for too long -- they get to a
point where they don't question management
when they should. It's easy to stagnate on the
Audit Committee."

-

-

Slightly less than a fifth of the respondents believe that new
directors are in a position to act as an interpretive bridge between the
board and the auditors and management. One respondent's observations
follow:
"I don't see any reason why a new member can't
serve. One of the functions of the committee is
to provide an independent channel of communication
between the auditors and the board of directors.
A new member would not be at a loss."
A smaller group views membership on the Audit Committee as
necessarily preceded by a learning process, sometimes requiring prior
board experience. One interviewee offers this comment:
"The new directors should have a year or two on
the board to learn the business before going on
the Audit Committee."

-

-

REALITIES

How much time per month does the Audit Committee's work require of
you?
Table V:

Time Requirements for Audit Committee's Work
1-2 hours per month
1/2 day per month
1 day per month

57%
26
17

Typically, the respondents indicate that Audit Committee work
does not make serious inroads on their time. The median amount of
time spent on the Audit Committee's work is two hours per month.

Question #2
Are you compensated for your work on the Audit Committee above and
beyond your stipend as a board member?
Table VI:

Additional Compensation
Yes
No

93%
7

Nearly all the respondents receive extra compensation for their
service on the Audit Committee.

Question #3
How many people are on the Audit Committee?
Table VII:

Number of Audit Committee Members
3 or less
4
5
6
7 or more

36%
31
21
5
7

Most of the respondents serve on relatively small Audit
Committees. Over one-third belong to committees of three members or
less, while just under another third serve on a committee of four
members. Four is, in fact, the median size Audit Committee.

-

-

Question #4
What sorts of information and knowledge do you need in order to serve
competently on the Audit Committee?
Table VIII:
a)

Needed to Serve Competently on Audit Committee
Information and Knowledge:
Accounting/auditing/financial acumen
Corporate accounting and financial
information
Audit reports/review
Familiarity with company
Information on government regulation
and legislation
Data processing
Information on unusual and/or
disputed items

b)

43%
38
31
21
12
7
5

Experience and Miscellaneous:
Top management experience
Cooperation of top management
and outside auditors
Commitment and integrity
Independence regarding top management
Business judgment/sophistication

14
10
10
7
7

*(The total exceeds 100% since a number of interviewees offer
several explanations in their response.)
Over two-fifths of the interviewees indicate that financial,
accounting and auditing ability are important prerequisites to effective
service on the Audit Committee. Members should also be aware of
present accounting trends, especially the latest policy statements of the
Financial Accounting Standards Board (FASB). One veteran director
maintains:
"To serve the Audit Committee well one needs an
accounting education. One should also have a
knowledge of accounting practices and of the
function of audits...."
Another states:
"Knowledge of accounting is necessary to serve
competently on the Audit Committee."
Lastly, one director reveals his need for a:
"...description of prospective FASB decisions."
-

-

Slightly under two-fifths of the respondents mention the need
for extensive accounting and financial information about the company.
The following remarks suggest the spectrum of needs:
"Annual reports, 10-K reports, quarterly reports
required by the SEC...give me the information I
need."
"I need information contained in things
like...financial statements, and procedural data to
determine why things are done in a certain way.
We go through these reports in thorough and open
discussions with our auditors. We get updated
reports and annual reports - we keep on picking
at the pieces."
Nearly one-third of the respondents mention the desirability
of receiving audit reports, while just over one-fifth cite the utility of
familiarity with company problems and practices. As two committee
members note:
"One needs financial experience overall, but you
must have enough data and see the audit report in
detail...."
"I think new members of the board who are serving
on the audit committee should be given some
indoctrination on the company's internal control
systems. They should spend some time with the
person in charge of internal financial control to get
a feel for the extent of the control activities.
The new board members should also get to know
something about the activities of the company."
Other categories cited less often include information on
government regulation and legislation, on data processing, and on any
unusual or disputed items that should be brought to the attention of the
board of directors. One interviewee states:
"We need current information on all regulatory
agencies and current legislation that affects
corporations."
Another recommends:
"...a review every two years of the data processing
department."
Finally, one director demands:
"...all unusual items of every kind."

-

-

The remaining responses can best be subsumed in a category
that includes administrative and business experience, various personal
characteristics, and a spirit of cooperation by all involved.
Approximately one-seventh of the respondents mention top management
experience as a requisite for successful Audit Committee work. As one
committee member observes:
"To serve the Audit Committee well one must have
the knowledge inherent in his qualifications as
a top level manager.... The information needed
is knowledge gained through working experience."
About one in ten respondents mentions the necessity for
cooperation between the company's management and its outside auditors,
while an equal fraction advocate a sense of commitment and integrity.
One director says:
"It is important to have complete disclosure
by management...and the complete cooperation of
inside and outside auditors."
Another believes Audit Committee members should possess:
"...a developed sensitivity to ethical problems."

Question #5
Is the information you describe above readily available to you?
Table IX:

Availability of Information
Yes
No
No answer

95%
2
2

Nearly all the respondents feel that they can obtain the
necessary information required to effectively serve on the Audit
Committee.
The following response is typical:
"Yes, we get all the information we need.
asks for it, it is there."

-

-

If one

Question #6
Did your personal experience and background prepare you well for the
work of the Audit Committee?
Table X:

Well Prepared
Yes
No
No answer

88%
10
2

The majority of Audit Committee members feel that because
of their experience, they have been sufficiently prepared to fulfill their
responsibilities on the Audit Committee. One respondent remarks, for
example:
"I've spent my life in the corporate world and
I've been on many boards. I think I was fairly
well prepared."
However, a segment -- 10% — state that they came on to the
Audit Committee without adequate preparation. One respondent says:
"I was not particularly well prepared.
have a financial background."

I don't

Question #7
How have the younger and/or new board members met your expectations
of their performance on the Audit Committee?
Table XI:

Fulfillment of Expectations Re: Newer
Directors on Audit Committee
Surpassed expectations
Fulfilled expectations
Disappointed expectations
No answer

10%
74
2
14

The majority of respondents state that the newer board
members have fulfilled and even surpassed expectations about their
performance on the Audit Committee. One respondent states:
"I was disappointed in one case, but generally the
new board members have fulfilled my expectations."
Some interviewees cannot respond because no young and/or
newer directors serve on the board of their company.

-

-

Question #8
a) How often does the Audit Committee meet with internal auditors?
b) How often would you like to meet with internal auditors?
a) Table XII:

Meetings of Audit Committee with
Internal Auditors
Never
1/year
2/year
3/ year
4/year
6/year
As required

2%
7
29
24
29
2
7

Clearly, most of the Audit Committees to which the
respondents belong meet with the internal auditors two to four times a
year. The median is three meetings per year.
b) Table XIII:

Most Desirable Schedule
Current Frequency

Desired Frequency

Satisfactory
Never
1/year
2/year
2/year, 3/year
4/year

Same
1/year
As required
3/year
4/year
6/year

81%
2
6
2
7
2

Over four-fifths of the respondents are obviously satisfied with
their present frequency of meetings with internal auditors.
Question #9
a) How often does the Audit Committee meet with outside auditors?
b) How often would you like to meet with outside auditors?
a) Table XIV:

Meetings of Audit Committee with
Outside Auditors
Rarely
1/year
2/year
3/ year
4/year
As required
-

2%
10
36
36
14
2
-

Nearly three-fourths of the respondents belong to Audit
Committees which meet with outside auditors two or three times a
year. The median is three meetings per year.
b) Table XV:

Most Desirable Schedule
Current Frequency

Desired Frequency

Satisfactory
1/year
2/year
2/year, 3/year
3/year

Same
2/year
As required
4/year
More frequently

76%
5
10
7
2

Most Audit Committee members see no need to increase the
frequency of meetings with outside auditors.

Question #10
What kind of information would you like your auditors to provide?*
Table XVI:

Information Desired from Auditors
Financial/10-K information and evaluation
Detail scope of work and procedures
Information on deviations, improprieties,
extent of integrity and accuracy
Problems and potential problems
encountered, discovered
Provided with sufficient information
General observations/evaluations
Evaluation of communication, cooperation
between auditors and top management
Information on government regulation
Information on controls and data processing
Accounting practices
Personnel evaluation
Technological interpretation with respect
to international operations
No answer, too ambiguous, don't know, etc.

40%
38
36
21
19
12
7
7
7
5
5
2
21

*(The total exceeds 100% since some interviewees offer
several explanations in their response.)
In terms of type of information sought from the auditors, the
largest response frequency focuses on financial information, since
approximately two-fifths of the respondents mention it.

-

-

Specific types of financial information called for include:
financial reports, including 10-K information; all records of internal
audits; data on assets and financial trends; and evaluations of
inventories, receivables, forecasts, billings, fees; and salaries, pensions
and appreciation schedules.
One respondent notes:
"From our internal auditors: appreciation
schedules, pension plans, salaries, reserves,
changes in auditing procedures...."
Another explains:
"The information they do provide, i.e., complete
financial statements and all records of internal
audits."
Yet another suggests:
"Data on assets, accounting procedures, and
financial trends."
Another frequently cited response concerns information on the
scope of work and procedures including explanations of policies,
procedures, and standard practices; outlines of audit plans, and any
changes in auditing procedures; reviews of internal audit programs; and
new accounting pronouncements.
As the respondents say:
"From the external auditor, we'd like an outline
of the audit plans...."
"The auditors should provide insight into the
scope of their work...."
"Audit scope. Report on audit findings...new
accounting pronouncements, unusual transactions."
"Audit plan for new year, comments on last
year's audit areas where controllership and
internal audit can be improved."

-

-

Audit Committee members also request information which
reveals any company deviations, improprieties, and illegalities or which
demonstrates the existence or absence of integrity and accuracy in
presenting information. A number of the respondents suggest strongly
then that auditors should provide information enabling the directors to
become aware of any poor or improper company policies which might
become troublesome as a result of any deviation from standard practices,
such as payment irregularities and other deviations from legal practices.
The following comments reflect these opinions:
"...from outside auditors, confidential
information on any deviations or suspicion of
deviations, anything not up to standard
accounting methods, any irregularities."
"We ask the auditors for any financial
irregularities that turn up during the audits that
include any irregularities in payments, any
bribery, political contributions, executive perks.
We ask them to keep us informed about any
aspect of the company's financial operations
that we need to know about to make sure that
the company is meeting the requirements of the
law."
"...they should provide any information that is
unusual in light of the work. They should tell
the committee about any wrongdoing or
questionable activities."
"Any information of an unusual nature. Any
deviation from policy. Any deviation from the
law."
"...irregularities of payments, from internal
auditors."
Still another request, mentioned by just over one-fifth of the
respondents, deals with information about the discovery of existing and
potential problems in the audit process.
"From the external auditor, we would like an
outline of the audit plans, how they are going
to work along with the internal auditors, any
weaknesses, problems, adjustments to be made
from the internal auditors, any weaknesses in
divisional management, and how to remedy those
problems."
"We need complete detail on a long list furnished
each year with a yearly update of the list, involving
all possible general and specific pitfalls that could
be thought viable."

-

-

Some respondents call for general observations about company
operations, including both the auditors' opinions and perceptions and hard
information.
"Auditors should provide details of things that
are going on in the company. They should provide
general type of information, i.e., management
letters from outside auditors."
"They should provide perceptions in addition to
financial data."
Finally, a few respondents present a variety of requests
including information about communication between the auditors and top
management and, additionally, information regarding government
regulation. One respondent says, for example:
"I would like them to provide...a listing of
current legislation and administrative rules
that may affect the audit as well as a rating
of communications between the external auditors,
management and the internal audit staff."

Question

#11

How well does the Audit Committee communicate with the rest of the
board and with top management?
Table XVII:

Quality of Communication*
Very well
Well
Fair
Poor
Discuss mechanisms and
format of communication

57%
12
14
5
31

*(The total exceeds 100% since some interviewees offer
several explanations in their response.)
Over two-thirds of the responses indicate that the Audit
Committee communicates very well to well, both with the rest of the
board and with top management. Some of the interviewees describe this
communication as close, thorough or complete. Typical are the following
comments:
"I think it's thorough and effective."

-

-

"There is very close communication in reporting
the results of the audit in terms of problems and
what needs to be done both with the rest of the
board and with top management."
Only a small fraction of the respondents — approximately one
in every seven — indicate that the Audit Committee's communication
with the others is only fair. One interviewee admits:
"The Audit Committee does only a fair job of
communicating with the board and management."
A still smaller fraction of the respondents indicate that the
committee's communication is less than adequate. One director explains:
"The Audit Committee submits a report to the
rest of the board after each committee meeting,
but there is no continuous communication. I
think the communication between the board and
the committee could be improved."
Almost one-third of the respondents offer details about the
mechanisms and format of their communications with the other board
members and top management.
Some of the Audit Committee members indicate that their
committee gives formal and regular reports at board meetings. Audit
Committees that report verbally or in writing apparently communicate
well with the entire board.
One member states:
"The committee communicates well. They are
scheduled to give reports regularly."
Another replies:
"I think our communications with the rest of the
board are pretty good. The chairman of the Audit
Committee gives a regular report, and I think it's
sufficient."
A regular, formal report that includes minutes of the meetings
seems to be the most effective means of communicating with the board
and top executives. As the director of a major chemical company says:

-

-

"The committee communicates extremely well both
with the rest of the board and with top management.
It makes a formal report to the board on a regular
basis and also provides board members with minutes
from the committee meeting. The committee is in
direct contact with top management. It reports to
the chairman of the board."

Question #12
a) In your opinion, should the Audit Committee act as financial
overseer of the corporation?
b) Please explain.
a)

Table XVIII:

Audit Committee as Financial Overseer
Yes
No
No answer

24%
69
7

It is interesting to note that almost one-fourth of the
respondents answer in the affirmative.
b)

Table XIX:

Comments of those Answering "Yes"
As a reviewer of financial status
and accounting/auditing procedures
No explanation

80%
20

About three-quarters of those respondents who believe the
Audit Committee should act as financial overseer focus on the
committee's capacity as reviewer of the corporation's financial status and
its accounting and auditing procedures. They emphasize that the Audit
Committee should carry out this review function, since it concerns itself
with financial operations and accounting performance. One director
explains in this fashion:
"Yes, I think so, if it's for financial operation
and accounting performance. Also, statement
preparation...and annual and quarterly reports.
Also, for public relations work when it's
involved in financial operations."
And another responds:
"...I think it's appropriate when it concerns
itself solely with auditing and accounting
functions."

-

-

Table XX:

Comments of those Answering "No"*
Not an Audit Committee function,
but rather a Financial Committee
or board function
Interferes with management
prerogatives
Only in special circumstances
No explanation

86%
41%
7%
31%

*(The total exceeds 100% since some interviewees offer
several explanations in their response.)
A large majority (well over three-quarters) of those respondents
who state that the Audit Committee should not act as financial overseer
base their opinions on the belief that doing so is not an Audit
Committee function but rather a function of the Finance Committee or
of the board itself. They believe the scope of responsibilities of the
Audit Committee should be limited to auditing and accounting functions,
seeing that funds are used properly, having an input on the Finance
Committee's activities, and making recommendations where appropriate.
One such director stresses that:
"We have a Finance Committee that is the primary
financial overseer. The Audit Committee is
primarily responsible for seeing that the accounts
of the company and the published financial statements
are an accurate picture of the company's operation."
Another director highlights the distinction between the role and
functions of the Audit and Finance Committees when he says that:
"The Finance Committee is responsible for the
financing of the company. The Audit Committee's
role is in internal control. It should make sure
that all appropriate safeguards are taken. The
roles of the two committees are distinct."
Another indicates that
"The Finance Committee should be responsible for
handling the financial control of the corporation,
but the Audit Committee should be able to recommend
financial changes to the Finance Committee."
Other respondents make essentially the same point by
maintaining that auditing and financial oversight are two different
subjects, and that financial operations are a matter for the whole board.

-

81

-

According to almost half of the "no" respondents, if the Audit
Committee were to function as financial overseer of the corporation,
this would interfere with management prerogatives. These directors
emphasize that control of finances is the function of management and
that the Audit Committee should assure the effective functioning of
management — not supplant it. Several indicate that financial overseer
is too broad a term and that the proper role of the Audit Committee is
internal control. One director says that:
"I don't think the Audit Committee should run
the company. It should...make sure the management
is doing a good job. I don't think the Audit
Committee should take the place of management."
Another points out that:
"The Audit Committee's role is in internal control."
Finally, a small fraction of the directors suggest that only in
special circumstances should the Audit Committee function as the
financial overseer of a corporation.

-

-

PERSPECTIVES
Question

#1

a) Do you feel that the role and functioning of the Audit Committee
have changed in the last ten years?
b) If so, how?
a) Table XXI:

Yes
No

95%
5

Nearly all respondents agree that the Audit Committee has
undergone significant changes over the past decade.
b) Table XXII:

Recent Changes in the Audit Committee's Role*
Expanded scope of responsibilities
More in-depth investigation/board
members better informed
Board dependent on Audit Committee
for financial overseer function
More time and commitment needed
More emphasis on role of outside
directors
More objectivity and independence
of management
More government regulation/
greater awareness of liabilities/
greater accountability
Greater attention to social
responsibility
No answer

68%
18
18
13
5
5
5
3
3

*(The total exceeds 100% since some interviewees offer
several explanations in their response.)
The expansion of the audit committee's scope of responsibilities
is the change most often mentioned by respondents — more than
two-thirds list it. After mentioning the fact that corporations have
created Audit Committees only recently, the respondents also point out
how the committees have changed from figureheads to active
organizations. As the committee members note:
"Essentially it has changed in the sense that it
has been newly created in the last ten years.
Not too long ago many companies didn't even
have any Audit Committee. The idea of having
an Audit Committee is relatively new and as
time passes it is being taken more and more
seriously."

-

-

"Ten years ago the Committee was looked upon
as something of no real consequence. Today
it is considered a vital part of the board's
operation."
"The committee has assumed greater responsiblity
to the full board, shareholders and the outside
community."
Almost one-fifth of the respondents mention another recent
change, the more thorough investigative work done by Audit Committees
whose members are better informed than those in years past.
"The Audit Committee has sharpened up
considerably, and there is more depth and
detail now involved in their activity."
"As companies have grown, so has the need
for more information."
Another one-fifth of the respondents highlight the Audit
Committee's role as a financial overseer, mentioning the committee's
increased investigatory powers, its mandate to uncover any financial
irregularities, and its overall watchdog role. One veteran committee
member notes:
"More companies now have Audit Committees
and they have increased power to investigate
company operations. There is a new breed of
CEO that wants an effective, well-functioning
Audit Committee."
Another believes:
"I think more responsibility has been placed on
the Audit Committee. The board relies on the
Audit Committee to make sure that there are
no financial improprieties."
A recently appointed committee member states:
"It (the Audit Committee) has become more
important in informing the board on company
posture as public criticism of some corporate
practices has become more intense."
Still other changes are the increased level of commitment
demanded and the time spent by the Audit Committee in its functions.
One respondent explains:
"They meet more frequently and are more diligent
with work they do."

-

-

Other changes cited by a small percentage of respondents
include the greater impact and awareness of government regulations;
greater emphasis on the role of outside directors; more independence
from management; increased awareness of liabilities and accountability;
and greater attention to social responsibility. Several comments
illustrating these perceptions are:
"The committee's functions have changed as it
has become more independent and manned by outside
directors."
"...the legal responsibilities of corporations
have increased and this makes a demand for change."
One long-standing director assesses the new climate as follows:
"The Audit Committee has been strengthened in
the past ten years. The changes in the last five
years have been especially dramatic. The
activities of the SEC have greatly strengthened
the Audit Committee. It has formalized the fact
that there is such an entity and it has enabled
the committee at each company to seek its own
level of responsibility. It would be wrong for
the specific functions of the Audit Committee to
be mandated by the government. Each
committee should be allowed to seek its own
level."
Finally, one director contends that:
"...it has become the representative of the
public."

Question #2
a) Do you think the role and functioning of the Audit Committee will
change in the future?
b) If so, how?
a) Table XXIII:
Yes
No

74%
26

Three-quarters of the study's sample of Audit Committee
members feel that the committee will continue to undergo significant
changes. Over one-quarter, however, do not foresee much change in the
future.
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b) Table XXIV:

Anticipated Changes in the Audit Committee's Role*
Expanded scope of responsibilities
Board dependent on Audit Committee
for financial overseer function
More in-depth investigation/board
members better informed
More government regulation/greater
awareness of government
regulations
More involvement in management and
policy making
More time and commitment needed
More objectively critical and
independent of management
More emphasis on role of outside
director
No answer

58%
26
19
19
16
13
10
3
23

*(Some respondents give more than one answer; therefore
the total exceeds 100%.)
While ninety-five percent of the Audit Committee members
believe that the role and function of the Audit Committee have changed
over the past decade, only three-quarters anticipate continuing change.
Some respondents feel that, with the burdens and responsibilities assumed
during the 1970's, the Audit Committee has nearly reached its limit.
Because most companies had no Audit Committee ten years ago,
one-fifth of the respondents also feel that the committees will not
increase the level of their responsibilities as they have in the past.
According to one director:
"A strong, active committee will probably not
change much in its activities."
More than one-half of the respondents expecting more change
think that the Audit Committee will expand its scope of responsibilities. Within this broad category, directors note that they no longer
feel they are part of a figurehead committee, and that they have a
greater scope of activity. They also report that the Audit Committees
have become more predominant in many companies and that more Audit
Committees have been created in recent years. One director feels the
role and function will continue to change:
"...in that there will be more responsibilities,
more attention paid to Audit Committees by
management and by public accountants. They
will also be representing the stockholders to
a greater extent."

-

-

While a second cites:
"A continued emphasis on director responsibility
which will put more requirements on all committees,
especially the Audit Committee."
One seasoned director states:
"The Audit Committee function is growing more
important all the time — it's sharpened up
considerably, there's more depth and detail now
involved in their activity."
Another believes:
"Roles will change in the future because financial
details will be more important — the scope of
activities has expanded."
One-quarter of the respondents believe the board depends upon
the Audit Committee as a financial overseer of the corporation.
Specifically, they mention the increased investigatory powers of the
committee and its greater use of those powers. Many consider it to be
the watchdog for the corporation, since the board relies on the Audit
Committee to uncover any financial improprieties. In fact, they
perceive an increase in disclosures of corporate financial activities as a
result of Audit Committee investigations. One interviewee asserts that:
"...the Audit Committee has become a 'watchdog' committee."
And two more report that:
"...the present trend...will continue...the board
relies on the Audit Committee to make sure that
there are no financial improprieties."
"It's going to change with the times - and there
will be more scrutiny and disclosure."
About one-fifth of respondents specifically forecast still greater
in-depth investigation by the Audit Committee and that committee
members will continue to be generally better informed. They cite more
penetrating depth and thorough detail in the committee's activities. One
remarks that:
"We are are going to require greater depth of
attention to such matters."
While another agrees that:
"We are going to have more intense examinations
of our work."

-

-

Two other areas where the role of the Audit Committee will
continue to change are: (1) more involvement in management and policy
making, and (2) a greater awareness of liabilities. One director with
more than five years experience on several boards maintains:
"The Audit Committee will become predominant
in more companies, but not necessarily
aggressive in companies where the Audit
Committee is already strong."
Another director asserts:
"The Audit Committee must be better informed,
more imaginative, and in more frequent contact
with the management, the board, and auditors."

-

-

APPENDIX
Questionnaires

-

-

SURVEY OF FORTUNE 500 CORPORATE BOARD MEMBERS
Questionnaire for new and/or younger and/or female
and/or minority group members of the board
I. Re: Expectations —
1. Did you expect to be offered a position on a major corporate
board?
* Yes
* No
2. Did you expect to be elected to your company's board of
directors?
* Yes
* No
3. Why do you feel you were chosen?
a)

Do you feel that you were chosen to represent a particular
constituency?
* Yes
* No

b)

If yes, which one?

5. Did the type of business in which the company engages
influence your decision to join the board?
* Yes
* No
6. What specifically did you want to know about the company
before agreeing to join the board?
7. What other factors led to your joining this particular company's
board?
8. a)

Do you sit on any other corporate boards?
* Yes
* No

b)

If yes, how many?
*
*
*
*

one other
two others
three others
four or more others

-

-

9. a) Have you turned down other board offers?
* Yes
* No
b) If yes, why?

10. a)

* Lacked information about the company
* Was not interested in the company's area of business
* Did not like the company's reputation
* Did not like the company's policies
* Did not feel I could play a useful role
* Lacked time
* Other
Did you expect to have a significant impact on this
company's priorities, policies and decisions?
* Yes
* No

b)

Please explain.

11. What were your other expectations upon joining the board?
12. a)

b)
II.

Do you feel that there are enough individuals from
minority groups on your company's board?
* Yes
* No
Please explain.

Re: Realities —
1. How do you rate your interaction with each of the following:
a)

Chief executive officer
*
*
*
*
*

b)

excellent
good
fair
poor
none

Other top corporate officers
*
*
*
*
*

excellent
good
fair
poor
none

-

-

c)

Long-established "outside" board members
*
*
*
*
*

d)

excellent
good
fair
poor
none

Audit committee members
*
*
*
*
*

excellent
good
fair
poor
none

2. What sorts of information and knowledge do you need to
competently fulfill the role of an active and effective board
member?
3. Is such information as you describe above readily available to
you?
* Yes
* No
a)

Are you frustrated in your attempts to gain such
information?
* Yes
* No

b)

In your opinion, how can this problem of information
access best be solved?

5. Do you feel it would be helpful to have a seminar directed at
new and/or younger and/or female and/or minority group board
members?
* Yes
* No
6. Would you be interested in spending two days at such a
seminar?
* Yes
* No
7. What topics should such a seminar address?
8. Do you feel that you have had a significant impact on
company priorities, policies and decisions?
* Yes
* No
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9. What specific fulfillments have you achieved as a member of
the company's board of directors?
10. What specific disappointments have you experienced as a board
member?
Re: Perspectives —
1. a)

Do you feel that the role of a director of a major
corporation has changed in the last ten years?
* Yes
* No

b)
2. a)

b)

If so, how?
Do you expect the role to change in the future?
* Yes
* No
If so, how?

Re: Demographics —
1. How long have you been a member of this board of directors?
*
*
*
*
*

one year
two years
three to five years
six to ten years
more than 10 years

2. Please indicate the highest degree attained in your post-high
school education:
*
*
*
*
*
*
*

No degree
BA/BS
MBA
MA/MS
M.Phil.
Law
Ph.D.

3. Please indicate your functional/occupational experience:
*
*
*
*
*
*
*

finance
marketing
law
engineering/research
manufacturing
general management
other

4. What is your age?
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SURVEY OF FORTUNE 500 CORPORATE BOARD MEMBERS
Questionnaire for long-standing members of the board and
top corporate officers on the board
Re: Qualifications —
1. Describe the basic qualifications necessary for effective
membership on the board of a major corporation.
2. a)

Are symbolic characteristics such as age, sex or race
appropriate considerations in selecting corporate board
members?
* Yes
* No

b)

Please explain.

Re: Expectations —
1. When younger and/or female and/or minority individuals began
joining corporate boards, what were your expectations regarding
their performance?
Re: Realities —
1. Do the younger and/or female and/or minority individuals carry
out their assigned tasks and come well prepared to board
meetings?
* Yes
* No
2. How are their contributions to discussions at board meetings
received by the other members?
3. Are you favorably impressed by their level of contribution and
achievement?
* Yes
* No
How long did it take for them to become proficient at
performing their functions and responsibilities on the board?
5. a)

Have you experienced major disappointments with the
performances of such new members?
* Yes
* No

b)

If yes, please explain.

-

-

6. From your experiential frame of reference, how do you
evaluate the overall performance of these new board members?
*
*
*
*

highly effective
effective
mixed performance
ineffective

Re: Perspectives —
1. a)

Do you feel that the role of a corporate board member
has changed in the last ten years?
* Yes
* No

b)
2. a)

If so, how?
Do you expect the role to change in the future?
* Yes
* No

b)

If so, how?

Re: Demographics —
1. How long have you been a member of this board of directors?
* one year
* two years
* three to five years
2. a)

* six to ten years
* more than ten years

Do you serve on any other corporate boards?
* Yes
* No

b)

If yes, how many?
* one other
* two others

* three others
* four or more others

3. Please indicate the highest degree attained in your post-high
school education:
*
*
*
*

No degree
BA/BS
MBA
MA/MS

* M.Phil.
* Law
* Ph.D.

-

-

Please indicate your functional/occupational experience:
*
*
*
*

finance
marketing
law
engineering/research

What is your age?

-

-

* manufacturing
* general management
* other

SURVEY OF FORTUNE 500 CORPORATE BOARD MEMBERS
Questionnaire for members of the Audit Committee
I. Re: Qualifications —
1. In your opinion, what are the basic qualifications necessary for
membership on the Audit Committee?
II. Re: Expectations —
1. How would you rate the relative importance of the following
board committees?
*
*
*
*
*

Audit
Executive
Finance
Compensation
Other

2. Do the younger and/or newer members of the board serve on
the Audit Committee?
* Yes
* No
3. What were your expectations regarding membership on the
Audit Committee by new board directors?
III. Re: Realities —
1. How much time per month does the Audit Committee's work
require of you?
2. Are you compensated for your work on the Audit Committee
above and beyond your stipend as a board member?
* Yes
* No
3. How many people are on the Audit Committee?
* three or less
* four
* five
* six
* seven or more
What sorts of information and knowledge do you need in order
to competently serve on the Audit Committee?

-

-

5. Is the information you describe above readily available to you?
* Yes
* No
6. Did your personal experience and background prepare you well
for the work of the Audit Committee?
* Yes
* No
7. How have the new board members met your expectations of
their performance on the Audit Committee?
* surpassed expectations
* fulfilled expectations
* disappointed expectations
8. a)

How often does the Audit Committee meet with internal
auditors?

b)
9. a)
b)

How often would you like to meet with internal auditors?
How often does the Audit Committee meet with outside
auditors?
How often would you like to meet with outside auditors?

10. What kinds of information would you like your auditors to
provide?
11. How well does the Audit Committee communicate with the
rest of the board and with top management?
12. a)

In your opinion, should the Audit Committee act as
financial overseer of the corporation?
* Yes
* No

b)

Please explain.

IV. Re: Perspectives —
1. a)

Do you feel that the role and functioning of the Audit
Committee has changed in the last ten years?
* Yes
* No

b)

If so, how?

-

-

2. a)

Do you think the role and functioning of the Audit
Committee will change in the future?
* Yes
* No

b)

If so, how?

V. Re: Demographics —
1. How long have you been a member of this board of directors?
*
*
*
*
*
2. a)

one year
two years
three to five years
six to ten years
more than ten years

Do you serve on any other corporate boards?
* Yes
* No

b)

If yes, how many?

*
*
*
*
3. How long
*
*
*
*

one other
two others
three others
four or more others
have you been a member of the Audit Committee?
one year
two years
three to five years
more than five years

Please indicate the highest degree attained in your post-high
school education:
*
*
*
*
*
*
*

No degree
BA/BS
MBA
MA/MS
M.Phil.
Law
Ph.D.

-

-

Please indicate your functional/occupational experience:
*
*
*
*
*
*
*

finance
marketing
law
engineering/research
manufacturing
general management
other

What is your age?
Are you:
* male
* female
a)

Do you consider yourself to be a member of a minority
group?
* Yes
* No

b)

If so, which one?

-

-

